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“ag Fea have any documents. pertaining to New York teal 
\ estate to be placed ‘in. escrow pending completion: of any 
agreement in New York City; we. are €quipped to act .as 
_eectow. agent with efficiency and at moderate cost. Fi 


“Ror. over: fifty” years, “Wwe have. been closing” ‘Teal estate 
, eontracts’ for our clients and have acquired the necessary 
experience to ‘solve the various difficulties that ofttimes arise 
“ia-connection with real, estate. 
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TRUST SERVICE 
in St. Louis 
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For more than three decades the Trust Depart- 
ment of Mercantile-Commerce has been rendering 
responsible and efficient fiduciary service in St. 
Louis. Extensive facilities have been developed. 
The department is experienced in every phase of 
corporate and individual trust work. 
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We invite inquiries from banks, corporations or 
individuals desiring any form of fiduciary repre- 
sentation in this territory. 


Mercantile-Commerce 
Bank and Trust Company 


Locust ~ Eighth~ St. Charles 
St. Louis 








Member Federal Deposit Insurance Corporation 
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The Annals of Corporate Fiduciary Progress 


During the Years 1931-1936 


Will be made available for ready reference through publica- 


tion, in the July issue of Trust Companies Magazine, of a 


FIVE YEAR CUMULATIVE INDEX 


Listed under 40 main headings and numerous sub-heads, with 
necessary cross-reference, this Index will provide access to 
a most extensive and concise history and discussion of Trust 
and Estate matters, containing authoritative information of 
reference value on all important phases of fiduciary admin- 


istration. 


The Index will be included as a part of the enlarged July issue, 
which will be bound in a specially durable and distinguishing 
cover. The title divisions have been chosen for adaptability 


to major functions of trust institutions. 





Editorial 


Corporate Trust Indentures and Procedure 
S. E. C. Advances New Theory 


HE report of the Securities and Ex- 

change Commission, made to Con- 
gress on June 18th, conveys an impres- 
sion of abuse of power and general 
laxity on the part of corporate trustees 
in the performance of their duties which 
is unjustified on the basis of actual 
practice and recognized concepts of the 
corporate trustee function. Corporate 
trustees were developed to render a 
much-needed service and have generally 
done so with fidelity, courage and ability. 
Even isolated cases of neglect “to per- 
form even the negligible duties which the 
indenture places upon them,—” should 
not be tolerated, but further investiga- 
tion would doubtless disclose either a 
lack of power to take the needed action, 
or adherence to the sound and practical 
principal of avoiding irreparable damage 
to bondholders rather than taking 
“technical” advantage of powers. 

The Commission advances a new the- 
ory which is a radical departure from 
the evolving concept of the corporate 
trustee. Some suggestions of the report 
for bondholders’ protection would be de- 
sirable additions to the present duties, 
and consideration may well be given to 
their inclusion in indentures and in fair 
charges. But the assumption may be pre- 
mature that the trustee is able to speak 
for the non-existent bondholders at the 
time of drafting the indenture. 

If the investing public now desires 
and is willing to make reasonable pay- 
ment for additional safeguards, there is 
no doubt but that the corporate trustee 
is admirably suited to undertake such 
functions to their benefit. It is a question 


of how far the investing public desires 
to go in obtaining further financial guar- 
dianship. 

The Commission proposes that the 
trustees “should require information of 
actions pertinent to performance of the 
issuer’s obligations—,” should supervise 
the “application of proceeds of security 
issues,” and should, when default occurs, 
“be made responsible for such action in 
the protection or enforcement of secur- 
ity; in the collection of principal or in- 
terest; or in the representation of their 
beneficiaries in legal proceedings as is 
reasonably necessary for the protection 
of investors.” Such supervision might, in 
effect, require the trustees to exercise an 
active part in business management, 
even in going concerns. Conflicting court 
decisions in cases brought under Section 
77B of the National Bankruptcy Act 
make it impossible to determine, as yet, 
whether the trustee would be permitted 
to intervene in such capacity. Then too, 
there are times when summary action, 
with attendant publicity, as in the case 
of sinking fund defaults, might embar- 
rass the issuer, with resultant losses far 
greater than the possible temporary ad- 
vantage of meeting technical obligations. 

The problem of responsibility under 
corporate mortgages is ably summed up 
by one of America’s real authorities on 
corporate financing and_ regulation, 
Francis Lynde Stetson, in these words: 
“Theoretically the trustee ought to have 
an active supervision of the trust; but 
practically the liabilities which in such 
case it would assume would be alto- 
gether out of proportion to the compen- 
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sation which mortgagors are able or will- 
ing to pay.” Imposition of liabilities and 
penalties on a “guarantor” cannot take 
the place of earning power and sound 
economic policies, corporate and govern- 
mental, or protect the investing public 
against its own indifference. 


The assumption advanced in the re- 
port that conflicting interests exist be- 
tween the trustee and underwriters, 
issuers, and other departments of the 
trustee company are more often theo- 
retical than real. The Banking Act of 
1933 provided for segragation of cor- 
porate underwriting functions from 
banks and trust companies. The New 
York Stock and Curb exchanges already 
prohibit listing of securities where the 
trustee is “An officer or director of the 
issuing corporation; a corporation in 
which an officer of the issuing corpora- 
tion is an executive officer.” It is short- 
sighted policy to place further restric- 
tions on qualifications of directors, for 
the successful performance of a trustee’s 
duties depends on calibre of management. 

Likewise, to segregate corporate trus- 
tees from personal trustees or banks 
would in many instances lessen effective- 
ness of control and prevention of actions 
adverse to bondholders. It would result 
in elimination of such a great number 
of trustees that the few remaining would 
not be able to retain the very obligations 
of intimate knowledge of issuer corpora- 
tions, particularly in smaller towns and 
cities, which the Commission seeks to 
impose, and the chances for so-called 
“conflicts of interest” would presumably 
be greatly increased through resulting 
concentration. There is a decided incon- 
sistency between the report of the Secur- 
ities and Exchange Commission in this 
regard and the Haley report to the Fed- 
eral Coordinator of Transportation in 
which was proposed the creation of a 
Transportation Trust Company, to act 
as trustee for all railroads. 

It is difficult to believe that the in- 
vesting public is misled by the term 
‘trustee’ when the Commission itself 
apparently confuses the position of the 
personal trustee who has possession and 
control of the property with the corpor- 
ate trustee who does not. It may be well, 
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however, to adopt some other designa- 
tion for present corporate trust services 
more clearly explanatory than ‘trustee’. 

Corporate trust practices have been 
steadily evolving in this country for sev- 
eral generations, and changes should be 
the result of cooperative efforts of in- 
terested parties based on practical oper- 
ating studies. Committees of the Amer- 
ican Bankers Association and of the 
Investment Bankers Association are now 
being conducted and which should be 
fruitful of constructive suggestions. 

The general record of the corporate 
trustee for conscientious application to 
both its legal and moral obligations is 
clearly shown by court decisions over 
many years and in many States. The fol- 
lowing quotation is from a treatise by 
Louis S. Posner, based on a comprehen- 
sive study of judicial comments: 


“The decisions of the courts reflect an 
appreciation of the fact that too strict an 
imposition of liability upon the corporate 
trustee would hinder the usefulness of a 
device whose position has become fixed and 
of recognized importance in the world of 
finance. Courts are hesitant to imply duties 
against a corporate trustee, and are not to 
be led into attaching especial significance to 
the mere fact that it is called a “trustee.” 
The exculpatory provisions have been 
treated by them with a sound understanding 
of the impossibility of placing upon the 
trustee visitorial or supervisory duties over 
the issuing company. It is only when events 
occur which jeopardize the security and fairly 
command the vigilance of the trustee, that 
the boundary of implied duty may be said 
to be approached. 

“But however we consider the attitude of 
the courts, there remains for the trustee a 
sanction that rises beyond legal standards 
and calls for the exercise of at least the 
ordinary care which the facts of a situa- 
tion demand. That sanction is found in the 
public confidence which financial institu- 
tions engaged in the business of trusteeship 
of corporate securities have well earned. 
Their repute and standing are increasingly 
important factors upon which the public 
often depends; * * * To the credit of these 
institutions, it must be said that, in practice, 
their standards of administration have been 
so much higher than the express require- 
ments of the corporate indenture that com- 
paratively few instances have evoked criti- 
cism in the past half century.” 





Trust Investment Management Under 
Discretionary Powers 


Capital Conservation and Purchasing Power Preservation 


H. G. CARPENTER 
Vice President, E. W. Axe & Company, New York 


Editor’s Note: In line with the increasing assumption of discretionary 
powers of investment by trustees, and responsibilities under investment 
management accounts, the author calling attention to the concurrent 
liabilities and costs of adequate service, makes significant distinction 
between “capital” and “purchasing-power” conservation facilities. The 
advisory or custodian trusteeship is discussed as a possible solution, 
especially in view of present trust fees and costs. Mr. Carpenter is 
widely known as the author of the book, “A Successful Investor’s Letters 


to His Son.” 


ECAUSE of a rather close contact 

with banks and trust companies for 
many years (and, too, because of my in- 
vestment counsel association) I have for 
some time been a reader of several bank- 
ing periodicals. Articles in these journals 
of late years have impressed me with 
the rapid strides of trust companies to- 
ward an ever broadening scope of ac- 
tivity. 

This broadening scope of activity has 
taken form chiefly in two directions: 
(1) the suggestion and recommendation 
by many trust companies to trustors and 
their attorneys that they be given wide 
latitude in the management of trusts * 
(instead of the conventional form lim- 


ited to legals); and (2) the inception of. 


“investment counsel departments.” These 
activities are by no means being pur- 
sued by all banks and trust companies, 
and it is those which are perhaps weigh- 
ing one or both questions at this time 
which may be interested in this discus- 
sion. 

Whether or not these two steps are in 
the public interest, I shall make no at- 
tempt to debate in this article. What I 
shall discuss is the advisability of the 
steps from the point of view of the trust 
company. 


*See “Embarrassing Dollars’ by A. R. Horr, 
V. P., Cleveland Trust Co. 
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Two Distinct Objectives of “Conservation” . 


Let us consider investment manage- 
ment for a few moments, and in the 
absence of any generally accepted ter- 
minology, let me ascribe characterizing 
titles to the outstanding investment man- 
agement methods. Roughly, it seems to 
me, investment management may be 
divided into two categories or classes: 


The first I shall call the “capital con- 
servation” plan. It has as its chief aim 
the conservation of capital—of dollars. 
The methods usually employed involve 
careful initial selection, with a periodical 
re-check of the statistical position of each 
security. 

The second might be termed the “pur- 
chasing power preservation” plan. This 
plan, like No. 1, first seeks safety of prin- 
cipal. Further than that, in periods of 
rising prices, when it seems reasonably 
safe to do so, it seeks sufficient apprecia- 
tion to at least offset the increased cost 
of living. For if prices double and the in- 
vestor’s fund remains unchanged he has 
obviously suffered a fifty per cent loss, 
just as surely as if the price level had re- 
mained unchanged and the dollar value of 
his fund had been cut in two. This method, 
in addition to “capital conservation” re- 
ferred to above, contemplates more fre- 
quent changes to meet the longer eco- 
nomic trends, money rate trends and the 
earnings trends of some thirty different 
major industries. 
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To exemplify the difference between 
these two management methods, visu- 
alize an offering of a lumber company’s 
bonds in 1929. Statistically the issue 
looks good: Management excellent; five 
year earnings, four to six times charges; 
banking connections satisfactory; posi- 
tion in the industry, good; rated “A”, 
etc., etc. Management of the “capital 
conservation” type would likely feel war- 
ranted in approving the issue. Not so the 
“purchasing power preservation” type 
of management. This school would rea- 
son as follows: Indications point to ter- 
mination of long prosperity period; 
lumber is a highly cyclical industry; 
good five year past earnings record, 
therefore, more likely to be indicative of 
poor earnings to come; “A” rating mean- 
ingless for same reason. 


Or, consider the stock of a steel com- 
pany in 1935: Five year earnings, very 
poor—average less than nothing; sta- 
tistical rating “B”, etc., etc. “Capital 
conservation” type of management would 
probably say “speculative.” But the “pur- 
chasing power. preservation” type would 
reason: We are coming out of the de- 
pression; steel is a highly cyclical in- 
dustry; five years of poor earnings are 
probably more indicative of good years 
ahead than of bad; statistical rating 
based merely on five year earnings 
average of little value when applied to 
an industry subject to wide earnings 
fluctuations. 

The “purchasing power preservation” 
type of management, if it is to be suc- 
cessful, must be able to determine its 
place in the longer business activity 
trends with a fair degree of accuracy; 
it must understand the “habits” of some 
dozens of industries, particularly as to 
the degree of their earnings fluctuations 
and the relationship of these fluctuations 
to business activity trends, to various 
commodity prices, to interest rate fluc- 
tuations, etc. All this must come before 
any thought at all is given to the indi- 
vidual corporation under consideration. 

No discredit should attach to “capital 
conservation.” None does. In fact, 
whether “purchasing power preserva- 


tion” is preferable to “capital conserva- 
tion,” or vice versa, is still a moot ques- 
tion in the minds of many investors. 
Certainly the latter is to be preferred to 
the former unless operations are to be 
conducted by a personnel of proven com- 
petence. 

“Capital conservation” is the trust com- 
pany’s traditional sphere. On the work 
required for this type of management is 
based the corporate trustee’s customary 
fees. This method has enabled the trust 
company, in the past, to administer its 
trusts with comparatively little difficulty, 
and presumably at a profit. 


Purchasing Power Preservation 


The depression, with its attendant 
losses, either sustained or quoted, partic- 
ularly in the real estate mortgage bond 
field, has bred some dissatisfaction with 
investment results—dissatisfaction per- 
haps not so much among trust company 
beneficiaries as among trust men them- 
selves. “Had we not been handicapped by 
legal restrictions,” they are likely to 
maintain, “we could have avoided many 
losses.” The threat of inflation, too, has 
laid its hand upon the trust men. “How 
can we protect the dollar purchasing 
power of our beneficiaries,” they may 
say (in most states) “when restricted to 
legals? How can we avoid the consolida- 
tion of losses with little if any oppor- 
tunity to offset losses with profits? 

These arguments, plus a growing de- 
mand on the part of the public for “pur- 
chasing power preservation,” plus a de- 
sire for more business on the part of the 
trust companies, have, it would seem, 
been in large part responsible for the 
trust company trend toward the broader 
scope of activity. 

Judging from current discussions and 
recent articles and addresses by trust 
officials, a thoughtful consideration of 
the subject seems to suggest that several 
difficulties confront the trust company 
contemplating these steps. Others of 
those articles suggest a possible alterna- 
tive. Perhaps the observations of an out- 
sider. will help to clarify the situation 
for the trust company about to make its 
decision. 
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Trust Earnings and Expenses 


Mr. Conner Malott, of the First Seattle 
National Bank of Spokane, in an article 
in the November, 1935, issue of Trust 
Companies, reports that the national 
banks of the country in 1934 had a gross 
earning of $2.09 for each $1000 of trust 
responsibility. 

Mr. Merrel P. Callaway, of Guaranty 
Trust Company of New York and Presi- 
dent of the Trust Division of the Amer- 
ican Bankers Association, in his address 
before the Mid-Winter Trust confer- 
ence in February, said: 


“To many thoughtful trust officers it 
is clear that the carrying on of trust 
work and furnishing trust service by 
trust institutions is reaching a critical 
point ... 

“This crisis is due to the fact that the 
trust business is now in the position 
where continuously increasing expenses 
have about reached the point where they 
are absorbing all the earnings.” 


Why, one naturally asks, the relatively 
sudden change from the profit presum- 
ably enjoyed by trust companies over a 
long period of years, to a loss? Mr. Cal- 
laway suggests “increased cost of doing 
business,” “ever increasing amount of 
service required,” and “lowered fees due 
to falling rates of return on invest- 
ments.” While these reasons answer the 
above question, it seems to me that they 
are really effects, rather than causes. 

Trustees’ fees, as noted above, were 
originally based upon the time and ex- 
pense required for the “capital conser- 
vation” method of management, applied 
to large trust funds. Of late years, how- 
ever, trust company advertising and 
sales aggressiveness have nurtured and 
developed and sold the trust idea to the 
public until the size of the average trust 
is greatly reduced. (The national aver- 
age, Mr. Malott reports, is less than $70,- 
000.) No trust man will believe that 
fifteen small trusts aggregating let us 
say $1,000,000, can be directed as eco- 
nomically as one trust of similar size, 
even though they are managed by the 
“capital conservation” method. 
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Costly Increase of Investment Undertakings 


The reduction in size of the average 

trust, however, may not be the chief rea- 
son for falling profit margins. Above we 
have noted the two different methods of 
investment management. Managers who 
are aware of the respective demands of 
the “capital conservation” method and 
the “purchasing power preservation” 
method—in time, detail, ability and tem- 
perament—will realize at once that the 
latter method is much more costly, as 
well as much more difficult than the 
former. 
. It has also been reported in a later 
article by Mr. Malott that one of the 
great life insurance companies spends 
$2.85 per $1000 of principal, annually, on 
investment management, while he esti- 
mates 1935 trust fees at less than $2.00 
per $1000. He further points out, more- 
over, that the life insurance company 
problem (due to its steady income and to 
the fact that its liabilities are largely in 
dollars) is well adapted to the “capital 
conservation” method, while many trust 
companies are courting the far more 
costly “purchasing power preservation” 
type of business. He also emphasizes 
that the insurance company manages just 
one big fund, for itself; while the trust 
company has its hundreds of thousands 
of accounts, necessitating immeasurably 
greater administrative detail, demanding 
endless conferences with beneficiaries 
and co-trustees. The trust company also 
has the ever present surcharge risk, to a 
reserve for which a portion of the fee 
might well be allocated. Something 
should be allowed for profit, too, as Mr. 
Malott suggests. 

Current trustees’ fees, unquestionably, 
are often barely adequate, if at all, for 
even the “capital conservation” manage- 
ment of large trusts. When the size of 
the average is greatly reduced, current 
fees are inadequate, even for this type 
of management. When the trust company 
essays “purchasing power preservation,” 
with all its added responsibilities, and 
expense (if good work is to be done) it 
is simply out of the question at current 
trustees’ fees. Mr. Malott has suggested 
a rate of $5 per year per $1000 of capi- 








582 


tal. Even that will not suffice for dis- 
cretionary trusts under several hundred 
thousand dollars in size (particularly 
where there is an active co-trustee), that 
is, if the experience of a number of in- 
vestment counsel organizations is to 
count for anything. 

Some banks and trust companies are 
also starting “investment counsel depart- 
ments,” for the management of accounts 
other than trusts, at fees materially be- 
low those charged by successful invest- 
ment counsel organizations. A New York 
investment counsel recently told me of 
losing out in the competition for a small 
account (slightly over $100,000) to one 
of the great New York trust companies, 
because the trust company’s fee was only 
one fourth the size of the counsel’s! 

In short, every step in this recent 
trend of the banks and trust companies 
into “purchasing power preservation” 
seems to have been characterized by a 
push for business with little considera- 
tion as to adequate compensation. 


Traditional Restrictions on Fiduciary 


Another handicap is suggested by Mr. 
Harold C. Bailey, of the Hartford Na- 
tional Bank & Trust Company, who had 
a revealing article in the August, 1935, 
issue of Trust Companies. Mr. Bailey 
says, in part: 

“Whatever the future may have in 
store should, it is true, have a distinct 
bearing upon investment policy but the 
corporate trustee particularly can take 
nothing but the immediate future into 
account. This is true because broadly 
speaking the corporate trustee has no 
right to hold uninvested cash. The law 
requires him to invest with reasonable 
promptitude. 

“An individual may if he _ wishes, 
forego all income, liquidate his entire 
property holdings, and keep the cash pro- 
ceeds in a series of the best banks, in 
English gold, or in foreign currencies, 
and live off his principal until more 
settled times. He may adopt this policy 
in the conviction that he will thus more 
fully preserve his estate than by the en- 
deavor to continue making an income 
from it amid the vicissitudes of unpre- 
cedented conditions. Not so the trustee. 

“Nor may the trustee unqualifiedly 
adopt the middle of the road policy of 
converting his principal assets into short 
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term holdings in the effort to preserve 

principal and yet secure some income. 

The law gives the life tenant the right to 

demand a reasonable income, and % to 

% of 1 per cent or indeed 1% per cent 

can hardly be deemed an adequate return 

even today.” 

“Surely the trustee,” says Mr. Bailey, 
in discussing bonds which may fall in 
price, “may expect exoneration whatever 
the purchase price, provided the original 
investment could be justified as intelli- 
gent and prudent.” And in his next para- 
graph: “And the trustee is hardly ac- 
countable for the sort of money market 
he finds himself in.” 

“Then inflation! Another subject this. 
But again let us remember that the courts 
have never held trustees responsible for 
changes in the purchasing power of the 
dollar. There was inflation from 1896- 
1929, but no trustee was held liable be- 
fore the bar of justice, and few criticized 
at the bar of public opinion, for the 
gradual shrinkage of the coupon value. 
The present writer submits that ‘infla- 
tion’ is too unpredictable and too difficult 
to circumvent to be a major determinant 
of trust investment policy.” 

The above sounds like the expression 
of a thoughtful, conservative trust man. 
It may be argued that his words apply 
to “legal” trusts instead of the “discre- 
tionary” form recommended by Mr. 
Horr; it may be argued that his institu- 
tion is old-fashioned and that it will 
miss a lot of the “new” business (which 
I shall attempt to disprove); but his 
phrases do ring with conservative trust 
company tradition. 

Tradition is born of long experience, 
generations of it. It is not to be laid 
aside, it cannot be laid aside, overnight. 
I wonder if many of the more aggressive 
trust companies, as they stride from 
their traditional sphere so well pictured 
by Mr. Bailey, into the much more diffi- 
cult role of “purchasing power preserva- 
tion”—realize fully that they are engag- 
ing in an entirely different type of busi- 
ness. I wonder if they realize that there 
is just as broad a gulf between “capital 
conservation” and “purchasing power 
preservation” as there is betweer the 
latter and speculation. No investment 
manager of the “purchasing power pre- 
servation” type would even think of at- 
tempting the far more difficult task of 
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speculation. It would be much more ex- 
pensive. It would require entirely dif- 
ferent methods, far greater ability, and 
perhaps most important of all, an en- 
tirely different temperament. The two 
would not, could not mix at all. 

And so it may be with “capital conser- 
vation” and “purchasing power preser- 
vation.” They will mix indifferently. 
“Purchasing power preservation” is 
much more costly. It requires entirely 
different methods, far greater ability 
and an entirely different temperament. 
The “statistical services” will be of no 
assistance, as they perhaps are in “capi- 
tal conservation.” 

There is a real danger that managers 
who up to recently have employed “capi- 
tal conservation” methods, if they at- 
tempt now to add “purchasing power 
preservation” to their role, will fall into 
serious errors. On the one hand, if they 
set their minds on avoiding the mistakes 
of 1929, they may easily underestimate 
the forces of recovery and in their 
anxiety imagine a_ serious’ business 


down-swing is setting in long before it 
actually develops. On the other hand, 
without that ability to detect major 


down-swings, which comes only with 
years of study and investigation and 
training and experience, they are just 
as likely to misjudge the arrival of the 
next depression as they did the last. 
Furthermore, the problem of determin- 
ing the degree of reaction of the many 
industries to business activity trends, to 
money rates and to commodity prices 
must not be neglected if good results are 
to be achieved. 

Some people, many of them bankers, 
credit the banks and trust companies of 
this country with a mistake a few years 
back when they engaged in the sale of 
investment securities. Many of them, it 
can be imagined, will make another by 
assaying the “purchasing power preser- 
vation” type of management—especially 
at too low a fee. The trend in America 
among investment managers is definitely 
toward a policy of revealing results 
achieved for clients. The cautious trust 
company will thoughtfully visualize the 
display of its record before embarking 
too cavalierly. Such a revelation confined 
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to “legals,” is one thing. With full dis- 
cretion and compared with results 
achieved by other managers who are re- 
ceiving fees several times as great, it 
would be quite another. 


What Investment Service Can Fees 
Support? 


Current trustees’ fees are too low to 
support even “capital conservation” for 
small trusts or accounts. They are en- 
tirely too low to support successful “pur- 
chasing power preservation,’ even for 
extremely large funds. “Purchasing 
power preservation,” at current statu- 
tory or customary fees, would thus seem 
likely to result either in: 


1. Financial loss to the trust com- 
pany, or 
2. Poor results to beneficiaries. 


“But what are we to do?” asks the ° 
cautious trust man who also has an eye 
to business. “How are we to fit our con- 
servative tradition and our ‘capital con- 
servation’ facilities with the demand of 
our customers for ‘purchasing power 
preservation’—or can it be done?” Yes, 
I think it can. 


Advisory and Custodian Trusteeships 


I believe that one of the outstanding 
trust authorities of the country has re- 
cently pointed the way. Mr. Gilbert T. 
Stephenson, of the Equitable Trust Com- 
pany, Wilmington, has recently published 
two articles dealing with “advisory trus- 
teeships” and “custodian trusteeships.” 
Mr. Stevenson says in part: 


“. . . Trust institutions, settlors and 
their attorneys lately have been turning 
to the device of naming advisers or 
boards of advisers to the corporate trus- 
tee... 

... “It is well known that many busi- 
ness men, when appointing a trust insti- 
tution as executor and trustee, would 
like to take advantage of an opportunity 
to appoint one or more advisory trustees 
to cooperate with their executor or 
trustee.” 


Mr. Stephenson warns against the 
possible confusion and conflict, with con- 
sequent disservice to the beneficiary, 
that may arise unless the respective 
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duties of the trustee and the advisor are 
stated definitely in the trust instru- 
ment.” * 


“Quite frequently also—especially of 
late,” he continues, “they (testators and 
settlors) name a bank or trust company 
trustee and pass the legal title to it, but 
leave the actual control and management 
of the trust property with one or more 
individuals.” ** 

“Since we already have advisory trus- 
teeship and custodian trusteeship in prac- 
tice, if not in name,” continues Mr. Ste- 
phenson, “it might be well for the states 
to give statutory definitions to these 
terms so that the duties, powers and_re- 
sponsibilities of the custodian, the ad- 
viser and the managing trustee may be 
understood by all the parties at interest 
. .- This suggestion is all the more per- 
tinent in light of the present tendency 

- in connection with personal trusts 
that associate individual advisers with 
corporate trustees.” 


There are many trust men in agree- 
ment with Mr. Bailey’s conservative 


pronouncements who will welcome Mr. 
Stephenson’s solution. They believe that 


the true function of the trust company 
is that of trusteeship, and that “trus- 
teeship” should not contemplate manage- 
ment beyond that provided for in the 
trust statutes of the several states. They 
believe that the trust company should 
be the jealous protector of its charges’ 
interests, a watch dog against incompe- 
tence, bias, bad faith or fraud. But they 
do not believe that the trust company, 
handicapped as many of them are, 
should essay “purchasing power preser- 
vation” any more than it should draw 
wills, try lawsuits, make plans for houses 
or perform any other professional func- 
tion which the interests of its clients may 
require. 

To these men “advisory” and “custo- 
dian” trusteeships are appealing, from 
the standpoint of reducing both work and 
responsibility (without general reduc- 


* The suggestions incorporated in this article 
are not intended to apply to trust business already 
on the books where the trust company itself has 
been irrevocably charged with investment manage- 
ment. 

** Another tendency which has been noted is 
that many testators are using their investment 
counsel organizations. 
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tion of fees) and of avoiding the greater 
surcharge risk incident to discretionary 
management. And at the same time they 
are losing little if any business! 

As Mr. Stephenson has pointed out, 
many testators, settlors and their law- 
yers are turning toward “advisory” and 
“custodian” trusteeships— though not 
with the thought of eliminating the cor- 
porate trustee. The trust company gets 
the same fee (to which it is rightfully 
entitled for its trusteeship—it is none 
too large at that) and avoids the addi- 
tional responsibility and liability of 
“purchasing power preservation.” Indeed, 
advisory and custodian trusteeships re- 
duce responsibility and therefore liabil- 
ity to the extent that the donor or testa- 
tor specifies that any such “purchasing 
power preservation” management be 
lodged with the outside investment ad- 
viser. 


Trust Company-Investment Counsel 
Cooperation 

The better investment counsel organi- 
zations of the country have done and are 
doing good work in educating investors 
that they must pay, and pay well, for 
competent investment advice. In the first 
place, I am sure the investment counsel 
fraternity would appreciate the support 
and cooperation of the trust companies 
in this educational campaign, which 
surely is of equal interest to the trust 
companies which are practicing or intend 
to practice “purchasing power preser- 
vation.” 

On the other hand the trust companies 
which may elect to limit their operations 
to “capital conservation” can cooperate 
by explaining to their clients the differ- 
ence between “capital conservation” 
and “purchasing power preservation.” 
They can explain that they have elected 
to afford only “capital conservation” at 
customary fees; that the client, if he 
wants the “purchasing power preserva- 
tion” type of management, must employ 
the “advisory” or “custodian” form of 
trusteeship and select his own invest- 
ment managers. 

Nor will the better investment counsel 
organizations fail, on their part, to co- 
operate. They are in touch with thou- 
sands of investors who should, but do 
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not, employ trust companies either in 
custodianship or trustee capacity; with 
thousands more who have yet to make 
will and trust. There is adequate basis 
for belief that investment counsel organ- 


izations of proven ability are in a posi- . 


tion to cooperate with trust companies 
on a basis which will often give more 
marketable portfolios for the creation of 
testamentary trusts and in general will: 
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1. Aid them in acquiring business 
at low cost; 

2. Diminish their degree of sur- 
charge liability; and 

3. Compensate them more generous- 
ly than they are now (on the 
average) compensated. 


Editor’s Note: In an early issue Mr. Carpenter 
will contribute another article entitled, “What to 
Look for in Selecting Investment Advisers.” 


Professional Ethics and the Responsibility of Wealth 


In expressing the opinion that banks 
would be called on to extend and to social- 
ize their functions to a greater degree 
than in the past, Christian Gauss, Dean 
of the College, Princeton University, 
speaking before a recent bankers con- 
vention, stated that communism was not 
the real menace to our civilization, but 
that “We are trying to build in America 
a civilization without anything to bind 
it together, to give it a common cause 
or purpose. * * * A civilization, a cul- 
ture, can only live by virtue of common 
interests that pull men together, and, 
unfortunately for us, financial consider- 
ations divide men and do not unite them. 
We have been trying since the war to 
live on an unbalanced cultural ration. 
%* & & 

“The great mass of the American pub- 
lic recognizes the degree of control 
which those who possess stored-up wealth 
exercise over every phase of American 
life. They are restless because. they 
recognize also that in two many cases 
no special ethics permeated all the mem- 
bers of that group. That is why ‘Wall 
Street’ and the ‘money power’ are no 
longer terms of endearment. That is also 
why your profession must prove to the 
country, before confidence can fully re- 
turn, that you are conscious of your 
social responsibility. 

“Now, it is only when a group fully 
recognizes its larger responsibility to 
society as a whole that it develops what 
we call a professional ethics of its own. 
We realize, for instance, that every man 
in our country is entitled to the bene- 
fits of medical science. That is one rea- 
son why you hear so much talk about 


socialized medicine. That is also why, 
recognizing their responsibility, doctors 
give a certain amount of their time to 
our hospitals * * *, 

“The lawyer recognizes that his 
special knowledge of our institutions and 
our law is necessary to every citizen.* 
That is why, if a poor devil is arrested 
and brought to trial and cannot afford a 
lawyer, some member of the profession 
either voluntarily offers, or is designated 
by other lawyers, to defend him. That is 
why if a soldier is guilty of conduct un- 
becoming an officer he is court-martialed 
by other officers. They do not wait for 
the sheriff or even a Senate investigat- 
ing committee before they take action. 
Their standard of conduct is and must 
be higher even than the law of the land 


_ prescribes. 


“Let me take my life in my hands and 
remind business men and bankers that 
a profession only becomes a profession, 
that it only begins to have a professional 
ethics when and if it recognizes of its 
own initiative that it is sufficiently im- 
portant to have a particular obligation to 
society. To make profits for yourself 
and your stockholders is an obligation. 
Let us admit it fully, but it not your sole 
obligation to society. It is this sense of 
particular obligation and of obligation 
above the law that has determined the 
ethics of the legal, the medical, the mili- 
tary and all other professions. * * * The 
benefits of finance capitalism must some- 
how be extended to a larger percentage 
of our population if you expect them to 
preserve it. A custodian of the public’s 
wealth must also be a custodian of the 
public’s welfare.” 
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It’s Our Job to Manage 
Estates and Trusts 


CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 
company, whose charter marked 
the inception of corporate trustee- 
ship in this country, is today a 
trust company exclusively. It does 
no commercial banking business 

.. sells no securities. Its entire 
personnel is dedicated to a single 
purpose—the care and manage- 


ment of the property of its clients. 


City BANK FARMERS TRUST COMPANY 


Chartered 1822 
22 William Street—New York 


Member of the Federal Deposit Insurance Corporation 
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Effective Inflation ‘‘Hedging’’ to Preserve 
Investment Values 


Applying Practical Principles in Selectivity 


DR. WALTER S. LANDIS 
Vice President, American Cyanamid Company 


Editor’s Note: In the March issue of Trust Companies Magazine was 
published an article by Dr. Landis entitled “Inflation and Equity Invest- 
ments,” which presented the factual results of an intensive, first-hand 
study of the effects of European inflation on various types of secur- 
ities. The existence of inflationary tendencies in this country makes 
the subject of timely importance and, in view of recent statements 
that there are no effective hedges against inflation, the following dis- 
cussion and illustrations of effective “hedging” should be of intense 
practical interest to those charged with investment responsibilities. 


HE conclusion, that there are no 

effective hedges against inflation, has 
greatly been advanced in authoritative 
quarters, and widely publicized. Lacking 
entirely the fundamental training in or 
a profound knowledge of Economics, I 
would be most brazen to dispute this 
thesis, yet I cannot help but think that 
this statement is entirely too broad to 
stand the test of even elemental analysis. 
If it were true, all of the sixty or more 
million Germans would have lost all but 
one one-trillionth of their worldly wealth, 
excepting certain types of securities that 
fared somewhat better under revalor- 
ization laws that ultimately became effec- 
tive. Agreeing that the less fortunate 
classes suffered severely, a large part of 
the middle class was impoverished, and 
some of the wealthier ones were hurt, 
yet anyone intimately acquainted in that 
country and visiting it shortly after the 
restoration of the gold mark, could not 
help but recognize that more than one 
mark out of a trillion had been saved. 
In fact the clubs and similar gatherings 
showed many new faces that had so im- 
proved their status as to afford new 
luxuries. 

Similarly in Austria many of my 
good friends of pre-war days still had 
more than one out of each fourteen thou- 
sand francs and without revalorization 
to assist them. And in France I know 
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scores of acquaintances who saved more 
than one out of each five francs, in spite 
of thirteen long years of struggle. I am 
certain that each and everyone of us, 
personally acquainted in the several 
European countries suffering marked 
post-war inflation, and even subsequent 
revaluation (always downward) of the 
local currency unit, can present many 
examples of friends who did not stand 
quietly and take the full body blow. They 
fought back with more or less success, 
and a fair proportion of them improved 
their position thereby. And they were 
not always the so-called lucky profes- 
sional speculators. They used their in- 
born good sense to plan their defense. 


What Is Inflation? 


It is not difficult to understand the 
basis for differing opinion as to the 
effects of inflation on investments. Diver- 
gence often occurs right at the begin- 
ning, in our understanding of inflation. 
As a tentative definition some economists 
speak of inflation “as a period of rapidly 
rising prices mounting to abnormally 
high levels * * *.” Or more definitely 
“An artificially stimulated business boom 
with a specialized kind of bad ending.” 
I cannot subscribe to either as adequate, 
though the tentative definition is more 
kindly accepted. Its weakness lies in that 
it defines a phenomenon only in terms of 
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some of its effects. As to the other I 
cannot find a record of the business 
boom described in any of the several 
countries of post-war inflation, nor did 
I notice it in my many visits during the 
most active periods. Correcting the 
several employment records for relief 
work, forced service on the farms, ex- 
clusion of the usual imported labor, and 
such artificial measures, active employ- 
ment in factories was not indicative of 
“booms.” 

The curve of French business volume 
only reached the 1913 level by 1924 and 
at stabilization was only 125 per cent of 
the 1913 volume. One would expect at 
least that volume in the normal course 
of development over 13 years; therefore, 
there could have been little or no “boom,” 
caused directly by inflation as such. If 
we subtract such indirect influence on 
production as occasioned by reconstruc- 
tion of the devastated area, not at all 
caused by inflation, the “boom” will be 
even less pronounced. 

Or in the German picture, using as a 
measure of activity the total tonnage of 
goods moved by railroads and water- 
ways, and eliminating the war years and 
the 1919 post-war revolution, when busi- 
ness was at almost complete standstill, 
we can hardly say Germany experienced 
such business boom as described, for this 
tonnage (in terms of the 1913 volume) 
stood at: 

60 per cent in 1920 

69 per cent in 1921 

75 per cent in 1922 

49 per cent in 1923 
Agricultural production at 60 per cent 
of 1913 levels was not a boom on the 
German farms. Both in Germany and in 
France the factories were far from fully 
occupied—not at “boom production.” 


Selection of “Yardstick” 

But to return to our hedging, even 
though we do not agree as to definition 
of the fundamental, we find the state- 
ment that “Stocks did not prove a good 
hedge against inflation in France for 
when stabilization came their average 
prices were only about three times their 
pre-war levels, while wholesale commod- 
ity prices were six times as high.” “In 
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1927 the average price of textile stocks 
was about five times as high as before 
the war, * * *.” Apparently as a tenta- 
tive measuring stick we are to take com- 
modity prices. Now the French com- 
modity index involves only 45 items. It 
seems to me that a purchase of these 45 
items, assuming possibility of storage, 
would have been a perfect hedge. A 
closer study of the individual price struc- 
ture could very easily have reduced this 
number very materially, and the selec- 
tion would not have required any ex- 
traordinary talent. The secondary prob- 
lems of conservation, insurance and 
warehousing were much more difficult 
than the selection of a more specific 
limited group. And this was used exten- 
sively as a method of hedging both in 
France and in Germany. 

The use of such an aggregate hedge 
is not at all absurd if we continue our 
review to discover more of the funda- 
mentals on which the conclusion, that 
no effective hedges exist, is based. For 
there is next developed the fact that 
French common stocks were not efficient 
hedges by expressing the prices of the 
French share index (some 288 issues) 
with the cost of living. A diagram pre- 
pared by an eminent American economist 
shows a fluctuation around the 50 per 
cent level, or in other words, the cost of 
living in France advanced twice as fast 
as stock prices. With the arithmetic I 
have no quarrel. But if one shall take all 
the 300 issues of the stock index as a 
hedging unit here, then I should be en- 
titled to take all the 45 commodities 
which comprise the perfect hedge, by the 
standards assumed. Or I might take as 
my hedge the elements entering into the 
French standard on which the cost of 
living index is based and I would again 
have a 100 per cent hedge. Certainly the 
commodity hedge could not have been in 
mind in formulating that conclusion we 
are discussing. 

We have some rather pertinent data 
on real estate as a hedge in France. I 
will recite only a few outstanding prop- 
erties in Paris. A building in Quai Vol- 
taire was first sold on the market in 
1906 for 800,000 francs. In closing an 
estate in 1929 it was valued at 3,000,000 
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francs, probably under the true market 
value. 

A building in Rue de la Paix, sold at 
10,000 francs per meter just before the 
war, was sold in 1929 at 40,000 francs 
per meter. A building, 69 Boulevard 
Hausmann purchased before the war for 
2,239,000 francs was sold in 1927 for 
13,030,000 francs. No. 4 Rue Favait ac- 
quired before the war for 543,000 francs, 
was sold in 1926 for 1,681,000 francs. 

Paris real estate, because of oppres- 
sive rent laws which did not effectively 
lighten until after legal stabilization in 
1927, did lag behind the commodity price 
index until about 1928, but from 1927 to 
1930 showed very substantial rises. As 
a hedge it cannot be ignored. Certainly 
it offers little basis for a broad conclu- 
sion that there are no hedges. 


General Formulae and Selectivity 


Most of us are familiar with a little 
book which appeared a few years ago 
“Horses and Apples.” Whenever I run 
into the impersonal or mechanical appli- 
cation of statistical data I am reminded 
of the philosophy therein contained. If 
objection is made to buying the 45 com- 
modities in the French list, or the lesser 
number on the cost of living index com- 
posite, then no one should take the three 
hundred French stocks as a measure of 
precise effectiveness. One should expect 
a modicum of individual intelligence to 
be used in the selection of the actual 
hedges. 

In my engineering profession we fre- 
quently use broad generalized formulae 
quite often for first orientation, but as 
the project is developed we turn to those 
of more specific application. The final 
structure takes shape on its own, each 
member calculated specifically from its 
exact place in the construction. I should 
expect in any hedging operation that an 
index as large as 300 stock issues would 
have served its purpose, when after com- 
parison with the bond index we had 
learned which group as a whole had made 
the best record. After that the composite 
index has little further use. 

If we examine this French share index 
we find it dates back a long time and 
with relatively few changes. It was com- 
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posed originally of 190 issues divided 
into 24 groups. The prices of the issues 
comprising each group were arithmeti- 
cally averaged. Then the average of 
the several groups was arithmetically 
averaged into the whole. It was becom- 
ing obsolete, so in 1927 was completely 
revised to include 288 domestic issues, 
and divided into 20 groups. At best over 
the period from 1913, to say 1930, it is 
only a reasonably fair indication of 
trends. It is not a tool of extreme pre- 
cision. 


How Various Classes of Securities Fared 


I do not believe that any financial ad- 
visory service would have recommended 
the 288 issues as a whole as even fair 
investments at any time, and certainly 
not as a hedge against inflation. For ex- 
ample, the French railroad group com- 
prised five common and five preference 
shares. Dividends were guaranteed on 
both classes. As hedges they, therefore, 
had the character of bonds, not equities, 
and would automatically eliminate them- 
selves as inflation hedges. Except for the 
shipbuilding group their averages were 
the lowest of the entire list. 

Then there are the utilities, street rail- 
ways, gas and electricity supply, three 
groups in our general index. All were 
under strict rate regulation. Certainly 
any prudent investor would not include 
such as inflationary hedges, at least 
until there were real indications of a sat- 
isfactory revision of the rate-making 
control to compensate for currency de- 
preciation. There were 22 electric com- 
panies and 12 gas companies in the list. 
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The miscellaneous and street railway 
companies suffered some changes that 
make it more difficult to give a brief 
catalogue. Here is a large proportion of 
shares that suffered severely until 1922 
when the sliding scale rate structure was 
permitted. Between 1913 and 1922 they 
would not have been purchased as hedges, 
and those held would most likely have 
been sold. A shift to the Gas and Electric 
companies in 1922 under the new regula- 
tions would have been logical, the gas 
shares averaging 109 and the electric 
143 for this year. There was plenty of 
notice of such situation developing, from 
the widespread publicity given to the 
new rate-making proposals. 

The direction of the German drive was 
established in the early days of the war. 
It was a certainty that the coal mines 
and steel mills of northern France would 
suffer. It would have been logical to 
eliminate from our hedge securities of 
companies having a large part of their 
property on the Belgian border, soon 
after the outbreak of the war. The steel 
group is very low and its elimination 
would improve the picture greatly. The 
rehabilitation of the northern coal mines 
was slow so that the index of that group 
lagged somewhat. 

Banks suffer severely in inflation. They 
are completely dominated by Treasury 
policies; they have a hard time hedging 
their capital and surplus. Their expenses 
increase markedly. Their index, which in 
France involved 13 issues, was well below 
the average of the list. Certainly at 
least the Mortgage Banks would be elim- 
inated at an early stage from any hedg- 
ing portfolio. 

The insurance group includes 15 is- 
sues, 5 Life, 5 Fire and 5 Casualty com- 
panies. The nature of life insurance with 
its long-term fixed premium contracts 
would eliminate this group from con- 
sideration. The greater freedom of fire 
and casualty company portfolios, and 
short-term contracts place them in a dif- 
ferent class. Our list could well warrant 
revision in the holdings of this group. 


Effect of Elimination of Weak Securities 


If this French list of 288 equities in 20 
groups were revised by the elimination 
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of the weaker ones, from the viewpoint 
alone of their fate under inflationary 
conditions, our new average would pre- 
sent a decidedly better hedging value of 
French common stocks. Such elimina- 
tions could have been made up to 1919 
without great sacrifice in face value; in 
any balanced portfolio, probably without 
any net loss. A new average for 1928, 
after legal devaluation, of the 11 groups 
(175 issues) not discussed above is 470 
against a cost of living index of 519, at 
least a 90 per cent hedge. 

Selection of individual securities in 
the several groups is beyond the scope of 
this discussion. Argument may be made 
both ways. My impression is_ that 
ordinary skill might do better than the 
average of the list. Certainly retention 
of Fire and Casualty stocks instead of 
elimination of the whole insurance group 
simply because Life insurance was in- 
cluded, would have materially affected 
the average, since the Casualty shares 
were far above gold parity of 1913 dur- 
ing 1928. 

If it is logical to expect the investor 
to use only a modest amount of intelli- 
gence in the security market, then the 
French share index does show a very 
substantial hedge. Of course, if selection 
is left to absolute chance, the results may 
not be so satisfactory. I cannot agree 
that the French stock market was not a 
hedge possibility, and the record furnish- 
es little support for the conclusion drawn. 

The same arguments apply to Ger- 
many. A purchase of the German com- 
modity list would have served, but been 
somewhat more complicated since it em- 
braces more items. A great many Ger- 
mans did go into the commodity markets 
for refuge. Real estate behaved much as 
in France, farming property, however, 
showing less lag. Residential property 
suffered severely from rent restrictions, 
yet when stabilization was effected and 
the revalorization laws completed in 
1925, it gave a very good account of 
itself. In fact, this is all remembered and 
today there is considerable building go- 
ing on of a class not well represented 
in the post-war period—the construction 
of small cottages being purchased on 
easy terms by a class that never had a 
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thought of owning their own homes a 
decade ago. 

The stock market analysis is complex. 
The official index of Berlin listings 
(1913=100) was only about 30 at the 
end of 1925. Corporations were still fail- 
ing at the rate of 1000 a month, as they 
ascertained their real position, only pos- 
sible after the last of the revalorization 
laws took effect. Actually 1927 is a fairer 
year for audit of the hedge, this year 
the share index reaching 50. 

Of course, no one buys the whole index 
list. No one would recommend such in- 
vestment policy. Only three official 
groups are recorded, mining and con- 
struction, manufacturing, commerce and 
trade. We cannot, therefore, eliminate 
readily groupings that naturally are 
more particularly at a disadvantage in 
inflation. My lists of individual issues 
are limited, because of the cumbersome 
calculations for evaluation of split-ups 
and stock dividends which were very 
numerous during this period. In the 
March article 24 issues had been worked 
out. While representative of the several 
industries, the examples chosen were not 
always the most outstanding in its field. 
The choice was made rather on continu- 
ing simplicity of corporate structure, 
than selection of the foremost company. 
For example, German General Electric 
which came out of the war not too 
sound, should have been replaced by the 
Siemens-Halske Company with a most 
excellent recovery of value. A _ better 
choice could have been made in other 


fields had the corporate structure not 
been complicated by accessions of major 
import. The great German Dye Trust | 
was only formed during the period 
covered. 

In this list of 24 issues are 6 bank 
stocks and some mortgage banks. The 
recovery on the whole list is about 70 
per cent (1913100). Eliminating the 
bank issues as unfavorably affected by 
inflation, the recovery is 80 per cent. A 
broader selection, uninfluenced by the 
tedium of mathematics would easily have 
shown a much better return. It would 
have required merely the intelligence to 
purchase the leaders in the several in- 
dustries, that is older and larger units. 
No “inside” information would have been 
required. While the German record is not 
as good as the French when one con- 
siders the degree of the German inflation, 
the stock market did show some hedg- 
ing possibilities. It saved a lot of people 
a large proportion of their capital. 

I still believe there are hedges against 
inflation, some of quite a high degree of 
effectiveness. After all, if there were no 
hedges there would be no inflation, or at 
least no one would recognize it. But the 
real lesson to be conveyed here is that 
we are in for inflation of some consider- 
able degree. It may not reach even the 
degree experienced by France in 1926. 
Its peak here is probably some years off 
yet. Our individual problem is to prepare 
for it to the best of our individual 
ability. 
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Valuing Trust Assets at “Cost”? 
and at ‘‘Market’’ 


The Accountant’s Viewpoint 


P. M. HARWOOD 
Trust Officer, Bank of America, National Trust & Savings Assn., San Francisco, Cal. 


Editor’s Note: The analysis herewith presented is derived by Mr. 
Harwood from the report of a special committee of the Associated Trust 
Companies of Central California, of which association he is vice- 
president. Representing conclusions based on this study and outlining 
the distinctions between various purposes of valuation, the article calls 
attention to the need for adoption of coordinated and fairly uniform 


methods of valuation. 


N Trust Companies, October 1935 

issue, was published the report of a 
committee of the Associated Trust Com- 
panies of Central California, which had 
examined and studied methods of valu- 
ation of trust assets for accounting pur- 
poses in use in member banks of the 
Association. The study was made as a 
result of a request for uniformity em- 
bodied in the report of the Special Com- 
mittee on Statistics presented to the Ex- 
ecutive Committee of the Trust Division 
of the American Bankers Association. 

The comments published in Trust 
Companies, April 1936 issue, from thirty 
representative banks and trust com- 
panies in states in every section of the 
country varied in reported practices as 
widely as did the member banks of our 
own California association in reports 
gathered preliminary to the study. There 
is, however, a measure of uniformity, 
divergent methods appearing to arise 
from local preferences and needs and 
internal auditing demands, although in 
many cases modes established some years 
ago have been followed without thought 
of change. 


Valuations Should be Informative 


Necessarily, therefore, any effort to- 
ward uniform practice throughout the 
country must offer some substantial 
benefit to secure any general acceptance. 


The situation in many institutions ap- 
pears to be a complete satisfaction with 
the method in use. Securities divisions 
and the Tax divisions have largely es- 
tablished records adequate for their spe- 
cific needs. Only if a suggested method 
of valuation will serve all divisions, or 
if it will eliminate a useless duplication, 
or if it will provide at once a vault con- 
trol and a balance sheet basis having 
some purpose, does it offer advantage, 
and only then has it a chance of being 
widely accepted. 

It is suggested that further discus- 
sion be more sharply defined. What are 
the real debatable issues? Are we not 
generally in accord with the view that 
assets in our hands, subject to control 
by our probate courts, should be based 
on the valuation established by the court 
as being the best measure of our re- 
sponsibility? Are we discussing vault 
control and audit records, or are we dis- 
cussing the actual valuation we. give 
assets we hold, amounts accumulated and 
as finally expressed in our financial 
statements? Are we not in agreement 
that unit and par values, though they 
serve their purpose, must give place to 
amounts that combine some additional 
informative elements? 

If these questions state the case, the 
problem is a search for a more or less 
uniform system satisfactory yet bene- 
ficial to all trust companies. 
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Distinction between Court Trusts and Other 
Accounts 


In every discussion, the valuation of 
assets in probate estates, guardianships, 
and testamentary trusts should be con- 
sidered as a problem separate from that 
of assets held under private agreement, 
whether trust, agency, or safekeeping 
account. In the former class, there seems 
no argument that the inventory and ap- 
praisement value should be accepted. For 
tax purposes, it is the measure of lia- 
bility, and it indicates market value on 
the only date important for considera- 
tion. The valuation of assets at nominal 
amounts pending appraisement is, it 
would appear, an almost universal prac- 
tice. 

Speaking now of trusts by private 
agreement, assets as usually classified 
are: bonds, stocks, notes, real estate, 
insurance and miscellaneous items. Such 
problems as there are arise out of the 
necessity of vault or audit control. In 
other words, the relative merits of valu- 
ations of real estate based on “cost”, 


“market”, “appraised value’’, “$1 per city 


block’, or “$100 per acre” is a problem 
quite separate and distinct from the 
problem of a multiple valuation. For in- 
stance, of the unit value preferred by 
the auditor, the fair market value pre- 
ferred by the administrative officer, or 
the cost value by the tax officer. There 
is no doubt that notes should be carried 
for the balance due; insurance, unless 
payment is pending, should be at some- 
thing other than the face of the policy, 
that is, a unit value. In the main, our 
problems are with bonds and stocks. 


Vault Movement Controls 

In many institutions the auditor re- 
quires a complete record of vault move- 
ments necessitating a par value and 
share control regardless of the asset 
vauation employed. In other institutions 
where no such control is enforced, vault 
movements must, nevertheless, be by par 
and share to provide an identifying 
record. The major difficulty seems to be 
to devise a system that will provide both 
vault control and audit record, as well as 
the advantages of “cost” or “market.” 

It is probably true that the use of the 
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unit method will not mislead to any great 
extent. It is simple, but it is not ex- 
pressive. Usually it is not the sole basis, 
but is used in conjunction with the par 
value basis. This is the situation with 
the use of $1.00 per share for stock and 
$1,000.00 for a bond of that principal 
amount. However, there is no monetary 
relationship that justifies a $1.00 valua- 
tion for one share of First National 
Bank, New York City ($1,880.00 at date 
of writing), and $1,000.00 for a de- 
faulted debenture quoted at 1 flat. Even 
par value used consistently is unsatis- 
factory. While the par value of a pre- 
ferred stock may represent its “liquida- 
tion preference,” there may be no equity 
in capital for the common stock what- 
soever. Certainly market values have no 
relationship to par values, and par and 
cost are rarely identical, except per- 
haps at time of original issue. Methods 
of valuing no-par stock on the unit or 
par basis include the arbitrary assign- 
ment of a certain value per share. Among 
the other established assignments of 
value are stated amounts per share in 
the capital account of the corporation 
and the franchise tax commissioner’s 
valuation. 


Unification and Coordination Essential 


Since so many of the representative 
trust companies of the country indicate 
dissatisfaction with present unco-ordi- 
nated methods, there is room for a fur- 
ther presentation of the relative merits 
of the cost and market bases in all future 
discussions. It is apparent that inven- 
tory value should be accepted as the 
proper basis in court trust accounts af- 
fected. Unquestionably, the adaptation 
of the accountant’s viewpoint to trust 
assets, namely, their statement of value 
as at market on the date of acceptance 
or on annual adjustments, or on cost to 
the trustor, is a modernization for ac- 
curacy, and the use of one or the other 
may open up new methods of publicity 
and, therefore, new business. 

There is just one further thought; if 
we do not, voluntarily, establish a fairly 
uniform practice it is reasonable to fore- 
cast that in the interest of unification a 
system will be devised for us by govern- 
mental agency. 


A miller, 


an oil refiner and a 


turkey grower agree 


A flour mill writes :“We consider 
our Long Distance telephone bill 
one of the best investments we 
make.” An oil company says: 
“One month’s telephone sales 
totaled $293,080, at a telephone 
selling cost of less than % of 
1%.” A turkey growers’ organi- 
zation reports a $300,000 sale to 
a large distributor, after two tele- 
phone talks. In countless ways, 
BellSystem service contributes to 


the growth of American business. 


Bell Telephone 
System 








Trust Department Responsibilities 





MERREL ,P. CALLAWAY 


President of the Trust Division, American Bankers Association, and 
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E must be ready and prepared to 

live up to the necessities of our 
obligation as executor or trustee, and 
moreover, to the extent to which we, our- 
selves, proclaim and evaluate our abili- 
ties to discharge that obligation. 

The obligation of greatest importance 
to the public, and to which we chiefly 
owe our appointment as executor or 
trustee, is that of handling the invest- 
ments. , 

The obligation of the executor or trus- 
tee in that regard is to discharge its 
duties honestly and to the best of its 
ability, but measured by the intelligence 
of the prudent man. The law properly 
makes no distinction between the indi- 
vidual and the corporate fiduciary, or 
between one man and another. But the 
public does, and looks to us for a higher 
quality of service, and we must be pre- 
pared to sustain in our service the belief 
in our superiority. In passing, I may say 
that we may be inclined at times in our 
relations with the public, to somewhat 
emphasize our belief in this superiority 
of, or qualification for higher service. 
This is always, I think, a mistake. 


Constant Attention to Changing Conditions 


But aside from our own representations 
of our qualifications for handling invest- 
ments, the very necessities of our obli- 
gation under modern investment and 
financial conditions require of the trust 
fiduciary, whether a trust institution or 
an individual, the constant and undivided 
study of securities and conditions, not 
only of the corporations, but of states 
and cities, and of governments, and 
never more so in our history than now. 

Not a study alone of earnings of cor- 
porations, but of balance sheets, and the 
position of the security under considera- 
tion in the capital structure of the com- 
pany; its current position, the distribu- 


tion of its maturities, the soundness of 
its management; the probabilities and 
possibilities of the industry of which it 
is a part. Not the short swings in the 
market, but the long pull. All of these 
things, and more, must be considered. 

Many towns, counties, cities, and even 
states, and countries, are finding it very 
difficult to provide enough income to 
meet their obligations and budgets. Con- 
tinuance of public relief casts its threat- 
ening shadow. All of this requires a 
more careful review of such holdings and 
purchases than ever before considered 
necessary, and a more careful record 
kept of all action taken with respect to 
purchases and sales than ever before to 
afford proof, if ever necessary, of the 
reasons for your action. * * * 

Not only is the foregoing necessary 
when the investment is made, but there 
must be a constant follow-up, lest we find 
investments on our hands in which there 
are losses that might have been avoided. 

To meet the necessities of this situa- 
tion, the executor or trustee must have 
within itself, or available to it, a staff 
of competent analysts and statisticians 
making these studies, and gathering this 
information, for the use of the men who 
make the final decision as to investments. 
Even then, there is no such thing as per- 
fect performance. The ablest trustee or 
executor will make some unwise decisions 
and investments. But, having taken these 
precautions, we shall have done our best, 
and that a praiseworthy best. 


Limitation to Performable Services 


Unless the trust institution is willing, 
and prepared, to give such service, or to 
obtain its equivalent elsewhere, then 
experience shows that it should not hold 
itself out to perform trust services of 
the class requiring that equipment, and 
should not take on such business, but 
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should restrict itself to such services as 
it can perform and such business as it 
can handle with satisfaction to itself and 
to its public. 

The quality of such service is not de- 
termined by the size of the trust insti- 
tution. It is a matter of will and effort, 
applying to large and small alike. It is 
easier, of course, for the large institu- 
tion with its accumulation of business, 
and larger field of operations, to furnish 
this character of service, but it is not 
impossible for the small one to do so, 
provided it is willing to undergo the ex- 
pense and effort, a matter to be con- 
sidered and determined when entering 
the trust field. 

The Federal Reserve System, in its 
regulations governing trust departments 
of National banks, requires that an ex- 
ecutive officer qualified to administer 
trusts be placed in charge of the depart- 
ment. This seems to me to be a wise pro- 
vision for all trust departments. It may 
not mean that in every instance there 
must be a full time service, but it would 
seem that in every instance, however 
small the department, that the first, the 
predominant duty of that officer must be 
to the trust department. If there is not 
sufficient business in the department, or 
to be obtained from the community, to 
warrant the full time of a competent 
man, then it is very doubtful if the bank 
should undertake trust work. 


Responsibility to Ourselves 


These increasing responsibilities to 
the public have brought another respon- 
sibility, and that is one to ourselves. It 
is to see that sufficient compensation is 
received to enable us to render, and to 
continue to render, the character of serv- 
ice now so necessary, and at the same 
time afford some reasonable profit for 
the capital, the time, the expense, and 
the heavy legal responsibilities involved. 

Originally, the trustee received no 
compensation, the service being based 
solely upon affection, duty, or personal 
obligation. It was not a business in any 
sense. The very changes in conditions, 
however, that developed the necessity for 
the corporate trustee had brought about 
a recognition that such services were 
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taking on the character of a business 
obligation, and with it a recognition of 
the propriety of compensation by whom- 
ever performed for these changed and 
increased services. But compensation 
was established always with a reluctance 
and a grudging acquiescence based upon 
the feeling and custom of centuries that 
there was to be no compensation what- 
ever for the services of the trustee. * * * 

And today, we have the situation 
where the corporate trustee is an abso- 
lute necessity in the economic life of the 
country, performing indispensable serv- 
ices, and filling an ever increasing need, 
but doing so upon rates of compensation 
fixed for different times and for greatly 
less and different services, and with the 
expense of proper fulfillment constantly 
increasing. The result is that many trust 
services are being rendered at less than 
actual cost; many trust departments are 
showing but little, if any, profit, and 
some are being operated at a loss. 

It was not the development of the cor- 
porate trustee that brought about the 
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necessity for increased compensation. It 
was the greatly increased measure and 
quality of service made necessary under 
changed conditions. 


Maintaining Standards 


The quality of the service cannot be 
reduced. The heavy legal responsibility, 
as well as duty toward the trust, pre- 
cludes that. We must look to bringing 
our case to the public, educating it to 
the value of corporate trust service, and 
the justice of compensation to cover. We 
must study costs, and means of reducing 
them. We must study improved methods 
for investment, and seek laws permitting 
them under proper control and condi- 
tions. Our rate schedules must be studied, 
and rates established based upon reason 
and proper investigation. And above all, 
when so established adhered to by all 
trust institutions with complete fidelity 
to the public, and to each other. 

Local and state-wide associations, with 
frequent conferences of trust men to 
consider their problems, are needed, and 
will prove of great value in all of these 
undertakings. I had hoped to congratu- 
late the Virginia Bankers Association 
on the formation of its Trust Division. 
I believe it would have been a great step 
forward, helping all banks, state and 
national, large and small, city and 
country, to a better understanding of 
their trust problems, which are the 
same in all banks, and how best to cope 
with them. Among other things, one of 
its fortunate results would have been, I 
think, to better educate many bank offi- 
cials to the responsibilities inherent in a 
trust department, and a better recog- 
nition of their own obligations to their 
trust departments. 


Responsibility of Bank Officials 


This brings me to a word, from my 
experience, to the bank officials, with 
whom the success of a trust department, 
and the trust business of a bank, so 
largely lies, as to their obligations to the 
trust department of their own banks. 

No trust department can go very far, 
or climb very high, without the whole- 
hearted cooperation and support of the 
bank as a whole. If your trust depart- 
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ment were itself a separately incorpor- 
ated institution with a chairman, presi- 
dent, vice presidents, trust officers, and 
other officers, all would work together in 
an effort to build up goodwill, get busi- 
ness, and make the company a financial 
success. 

That same united effort is necessary 
where the trust department is a part of 
a bank, with this additional considera- 
tion, and that is, that the opportunities 
and success to be achieved are greater 
where the trust department is a part of 
a bank having commercial banking and 
other activities, if it receives this united 
support, than if it were a separate insti- 
tution. For the simple reason that a 
trust institution doing no banking, and 
having no banking customers, must go 
outside to the general public to find busi- 
ness, while the trust department of a 
bank has the whole field of the bank’s 
own customers in which to work. 

And the best trust business, both per- 
sonal and corporate, comes from the de- 
positors and customers who do business 
with the banking department, and from 
the business and social affiliations of the 
top and leading officers of the institution, 
which business can in large part be 
obtained only if the bank as a whole co- 
operates with the trust department to 
that end. Your trust men will do most 
of the work. They will suggest leads to 
you, but they must have you to work 
with them, and help them open up, and 
sometimes close the business. 

To furnish this cooperation, you, and 
every officer of the banking department, 
must believe in, and have just reason to 
believe in, your trust department. You 
must feel the certainty that every time 
you carry a friend, or customer into the 
trust department, that every time you 
induce a man to intrust his property and 
the care of his dependents to your trust 
department, that his business will be 
handled efficiently and honorably, and 
that his dependents and their problems 
will become the first care of trained in- 
telligence. 


Justifying Fiduciary Privileges 


If you have a trust department that 
justifies this confidence and belief, and 
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you do not cooperate and help build it 
up, then you are not discharging your 
full duty toward your institution, your 
stockholders, and the public. The public 
needs this service now more than ever, 
and needs to have this confidence and be- 
lief of yours infused in them. 

If you do not have that confidence and 
belief in your trust department which 
will enable you whole-heartedly to help 
build up its business, then you have the 
wrong sort of trust: department, and the 
fault lies with you. In that case, correct 
the fault as soon as possible, and make 
it your business to see that you have a 
trust department of which you can be 
proud. Otherwise, it is better not to have 
a trust department, for you have no 
right to take on trust business which 
you are not certain will be properly 
handled. 


Let me point out that the risks and 
responsibilities of handling large sums 
in trust, under strict and stringent 
rules of law, are very great, and some- 
times not fully appreciated. A failure to 
do so may bring heavy loss, not only 
financially, but of more importance—in 
confidence. These laws grow out of the 
moral duty surrounding the trust rela- 
tion, and but reflect the consensus of 
age-old opinion of what is expected from 
a fiduciary. Your trust department should 
be such that these responsibilities and 
duties are fully met and discharged with 
credit. The public must from its satis- 
fied experience learn that such is your 
trust department, in order for that de- 
partment ever to reach a point justify- 
ing its existence. 
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See to it that the trust department is 
given sufficient men and talent to do a 
good job. See to it that they have a 
chance and the incentive to do a good 
job. See to it that the best ethics of the 
business are lived up to. Follow the 
“Statement of Principles” prepared by | 
the Trust Division and adopted by the 
American Bankers Association for our 
guidance. And, from a new business 
standpoint, consider particularly that 
part which deals with relations with 
members of the Bar. For with their 
rights properly protected and respected, 
next to yourselves, you have in the law- 
yer your best new business solicitor. 
Now, finally, just let me say to the 
heads of these banks, remember that a 
good trust department is a joy forever, 
while a poor trust department is an 
abomination unto the Lord. 


A. B. A. Elections 


H. G. Bengel, vice president of the Illinois 
National Bank, Springfield, Illinois, was 
elected state vice president of the trust 
division at the Illinois Bankers’ Association 
convention in St. Louis on May 27. Charles 
M. Smith, ITI, trust officer of the Providence 
National Bank, Providence, was elected 
trust division vice president for the State 
at the Rhode Island Bankers’ convention in 
Providence on June 10. At the Ohio Bank- 
ers’ convention in Cleveland on May 28, 
Willard W. Wilson, trust officer of the 
Cleveland Trust Company was elected State 
vice president for the trust division, and 
at the New Hampshire Bankers’ Association 
convention in Manchester on June 12, Earle 
A. Welch, treasurer of the Meredith Trust 
Company was elected State vice president 
of the trust division. 
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Beneficiary Relations—The Cornerstone of 
Public Good-Will 


Considerations in Accepting New Business 


JAMES C. SHELOR 
Assistant Trust Officer, Trust Company of Georgia, Atlanta 


S a former practicing attorney I am 
convinced that much of the criti- 
cism of the legal profession has been 
caused by the failure of its members to 
remedy situations that they knew called 
for correction. To a certain extent I feel 
that we trust officers are likewise guilty 
of many sins of omission. Time alone 
will be the judge of whether or not we 
“clean house” in a satisfactory manner 
— meanwhile those with whom we do 
business are the jury, and to their affairs 
we must continue to direct our personal 
interest. 

The first steps toward a sound policy 
of public relations for corporate fidu- 
ciaries began with the adoption of the 
“Statement of Principles of Trust In- 
stitutions.” I believe that those of the 
general public who are aware of its 
terms will readily admit its commend- 
able aims. It is our duty, however, to 
educate all of the public, using the State- 
ment of Principles as our text book. 
Where this phase of public relations 
ends the more trying problems of cus- 
tomer relations begin. 


Customer Relations 


The word “customer” brings to mind 
almost as many types of individuals as 
there are stars in the heavens. This fact 
alone multiplies the problem of the ac- 
tive trust officer as he not only must 
know the proper manner of presenting 
the facts and guiding the conversation 
in the individual account under consid- 
eration, but also when and how to bring 
into play the appropriate words in deal- 
ing with the individual at his desk. Often 
that party has a perfect right to ask for 
a full explanation of the trust officer’s 
well meant “no,” due to his or her direct 
interest in the fund involved. These and 
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similar situations serve to illustrate the 
importance of establishing good cus- 
tomer relations, for from them or from 
their absence, comes the success or fail- 
ure of the trust department. 

At times I wonder to what extent true 
competition exists against the corporate 
fiduciary. The following statement of a 
prominent business executive would 
seem to indicate that we hold the key - 
to our own future—“I prefer trust com- 
pany management, because my observa- 
tions have convinced me that it alone 
should be able to offer so many benefits 
at such a moderate cost. I want my 
family to have the benefit of manage- 
ment; that is (1) experienced, (2) 
human, (3) systematic, (4) impartial, 
(5) responsible, and which will (6) fol- 
low faithfully the plan that I specify.” 
This is not an impossible standard by 
which to judge us. It should be the goal 
toward which we are striving. Some of 
these requisites can be purchased, others 
must be stimulated in our personnel. 

Whether or not our modern views will 
welcome the comparison, we do occupy 
a position analagous to that of “the 
family lawyer” of by-gone days. True, 
he had his faults, and at times lacked 
business experience judgment, but he 
had much to be proud of, for he did 
usually excel in the art of client or cus- 
tomer relations. We can learn much from 
him in this particular field. If, with our 
superior systems of accounting and ade- 
quate facilities for investment research 
and tax knowledge, we fail to sell our- 
selves to our customers, there must be 
something fundamentally wrong with 
our customer relations policies. 

Two factors enter into this problem. 
One deals with the early stages of the 
administration of an estate. The second 
deals with the public attitude toward 





602 


our senior officers and directors, which, 
however, they themselves actually create. 


Laying the Basis for Confidence 


The first few months of estate admin- 
istration are usually the most trying, 
both to the trust officer and the family. 
Unless the family’s confidence is gained, 
much trouble is in store for the trust 
officer. Inasmuch as work-sheets have 
been devised for use by various officials, 
as well as the administrative and service 
divisions of the department, I would 
suggest that a little time be devoted to 
a similar form outlining some details of 
customer relations activities. 

As an illustration, how much distrust 
and suspicion would be avoided if the 
trust officer, at the appropriate time, 
volunteered his services in the following 
matters: 


(1) Burial arrangements, if not 
handled prior to the probate of 
the Will, 

(2) The erection of a monument, 

(3) The financial needs of the widow 
and particularly her ability to meet 
immediate expenses, 

(4) The formulation of a family 
budget, 

(5) The educational needs of the chil- 
dren. 


There are doubtless many more items 
of importance that should be mentioned, 
but these clearly show the need and op- 
portunity for some direct systematic 
human activity on the part of the trust 
officer at the psychological moment. 


First Line of Educational Effort 


A frequent question in customer re- 
lations work is whether or not we vol- 
untarily supply information to those 
entitled, or have to be prodded to fur- 
nish it with a consequent loss of pres- 
tige. Do we keep understandable records, 
or do we, in a spirit of false economy, 
keep them in a technically correct man- 
ner only, thus necessitating the use of 
additional time in the making of frequent 
explanations? True, self-analysis de- 
mands an honest answer to these ques- 
tions. 

A person reading our costly adver- 
tisements might not raise these ques- 
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tions. However, many customers do ask 
them, unfortunately, not of us, but of 
others at social gatherings, dinners and 
similar places. We must, therefore, either 
temper the enthusiasm of our advertis- 
ing executives or perform as we are pic- 
tured. 

Typical examples of the public and 
customer mind appear in recent issues 
of Trust Companies under the heading 
—“The Layman’s View of the Trust De- 
partment,” as follows: 

“Mr. A. questioned the particular su- 
periority of trust company management, 
believing the personnel was making less 
than the friends upon whom his wife 
would call for advice. He felt that the 
scale of salaries was so much lower than 
those in other lines of business authority 
that trust work could not encourage the 
more aggressive type.” 

“One serious concern was as_ to 
whether, having chosen an _ institution 
having a high-type of management, that 
same type of management would be con- 
tinued for the duration of the trust.” 

“Hesitancy over appointing a corpora- 
tion arose from a belief that its services, 
though financially satisfactory, were per- 
formed with so little personal considera- 
tion.” 

“Mr. C. was impressed with the fact 
that the bank was either careless in its 
attention to detail, or indifferent to the 
point of discourtesy.” 

My only comment is that these views, 
if at all justified, will determine the type 
and amount of trust business that comes 
to your institution or mine in the future. 

I have heard it said that trust officers 
devote too much time to talks with bene- 
ficiaries on non-essential and personal 
problems. This complaint, however, has 
never been made by the general public. 
In fact, the contrary view prevails, and 
we are referred to as heartless servants 
of cold-blooded corporations. This com- 
plaint is worthy of consideration, but 
the far seeing senior bank executive will 
realize that five minutes spent in dis- 
cussing non-essentials will produce more 
future business and profits than will the 
“one dollar” in the officer’s time that 
might have been “saved,” had the con- 
versation been closed five minutes earlier. 

We all know how frequently these and 
other criticisms are made. It is within 
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our province to meet and answer some 
of them. Have we yet exerted ourselves 
to do so? An affirmative but dignified 
attitude, rather than a mere passive rec- 
ognition, is certain to produce better 
customer relations. 


Influence of Officers and Directors 


There are others, also, whose acts and 
views have a powerful influence on the 
public as well as the customer mind. I 
refer to the institution’s senior officers 
and its directors. 

There is no doubt that they would want 
their families to receive the same type 
of attention that has been described here 
as being essential for the family of John 
Doe. Experience has shown this to be 
true. It is even conceivable that they 
would want and expect, and even receive, 
more careful consideration for their fam- 
ilies. Then this series of frank questions 
should be propounded to them: 

(1) Have you named your own insti- 
tution as executor and trustee? 
(2) If not, how can you expect the 
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general public to have confidence 
in it? 

If so, have you restricted its fees 
so that the rendition of the usual 
services to your family will result 
in a loss? 

A fourth, but equally fair question is: 
“Have you acquired the habit of feeling 
that while other concerns and even other 
departments should be rewarded with a 
profit, the trust department should ac- 
cept business from your company, or 
your friends, at a cut-rate?” 

These questions may have been an- 
swered satisfactorily somewhere, but I 
will venture the assertion that the effort 
to secure the proper answers has been 
one of the main problems of many trust 
department executives for years. 

The general public probably knows 
much more of our internal problems 
than we like to admit. Certainly we in 
the trust fraternity know that, uninten- 
tional as it may have been, the actions 
of many of our own directors in the 
above mentioned matters have not been 
such as to cause outsiders to rush in to 
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do business with us. In fact, we have 


found that the opposite effect has been 
produced and both customer and public 
relations weakened by those who should 
strengthen them. 

Isn’t the trust officer to blame for this 
situation? Perhaps not entirely, but has 
he made every effort that his ability and 
training told him should have been ex- 
erted, or has he become weary and dis- 
couraged? 


Adequate Fees and Public Relations 


While writing this article I have come 
across a paper entitled “Fundamentals 
of Trust Department Cost Analysis.” 
Therein an ancient, though timely sub- 
ject, is discussed—adequate compensa- 
tion. Unless we are adequately paid we 
shall never have the opportunity to put 
into practice the wholesome rules that 
most of us admit should be followed in 
estate administration. 

Added work should justify increased 
fees. To secure these increases from 
either the public or the legislature is no 
easy task. Statistics alone will never pro- 


duce relief, however eloquent may be the 
manner of their presentation. Cost analy- 
sis work will be helpful in selling trust 
and bank officials on the need of changes, 
but it alone will never convince a pros- 
pective testator or a naturally hostile 
court or legislature. The problem can be 
solved in time through an enlightened 
public recognizing the economic value 
to the American family of trust services 
properly performed. In this work trust 
executives from every state must unite 
and campaign actively. 

We come again to the two factors that 
so easily build or destroy sound customer 
and public relations—first, the degree of 
attention devoted voluntarily to estate 
problems; and, second, the example set 
by senior officers and directors in their 
attitude toward their own trust depart- 
ment. Are they not deserving of your 
most careful thought and consideration? 

Trust officers, the problem is yours for 
solution. Your senior officers and direc- 
tors will give you assistance if you con- 
tinue persistently in your efforts to se- 
cure their co-operation. You have two 
paths before you—the one, possibly 
smooth at present, may even allow you 
to decrease the personal service to bene- 
ficiaries and thereby reduce expenses, to 
continue your present fees, and give you 
fewer immediate salesmanship or cus- 
tomer relations problems; the other— 
possibly rough at times, will give you 
an opportunity to display an active bene- 
ficiary interest, an opportunity to instill 
sales qualities into your personnel which 
will in time secure public approval to a 
merited increase in fees. One offers a 
negative solution, though of doubtful 
duration; the other, an affirmative solu- 
tion which should be of lasting value. 

Which path will you choose? Let it be 
hoped that you will not permit your 
future compensation to become “Embar- 
rassing Dollars” because of the basis on 
which it has been acquired, impairing 
the human, as well as the technical side 
of the “family advisor’s” job. 


Mrs. Salome Thorpe, Westport, Conn., left 
her entire estate, estimated at $50,000, to 
erect a monument over her and her husband’s 
grave. Mrs. Thorpe, 99 years old, as far as 
has been ascertained, left no legal heirs. 
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Educational Program for Trust Employees 


ROBERT E. MacDOUGALL 
Assistant Trust Officer. Provident Trust Company of Philadelphia 


T must be recognized that employees 

enter our trust departments with 
varying degrees of education, and that 
no hard and fast program can be recom- 
mended for all. The important point is 
that a fairly definite and comprehensive 
program should be adopted by the em- 
ployee, his goal being to round out the 
education and experience he already has. 
Planning our study for a period of years 
is much to be preferred over the hit-or- 
miss practice of taking a single course 
with no idea of what should follow. 

The beginner in the Trust Department 
might well be advised to take four im- 
portant steps: 

1. Enrollment in certain courses. 
2. Reading. 
3. Activity in the local chapter of 

the A.I.B. 

4. Attendance at conventions. 


Trust Educational Facilities 


From what I have been able to learn, 
the first lecture course on trust subjects 
under A.I.B. auspices was given in 1901 
by trust company executives in New 
York Chapter. Similar courses were 
given in later years by Philadelphia 
Chapter. The Institute’s first text book 
on trusts was written in 1926, the official 
trust courses of the A.I.B. dating from 
that year. Today we have forty of our 
two hundred nineteen chapters devoting 


a part of their educational programs to 
trust subjects. Last year the trust course 
enrollment amounted to one thousand 
five hundred fifty-three. It is significant 
that only three colleges in the country 
offer courses in the management of per- 
sonal trusts. 

In Philadelphia Chapter we have 
divided the trust courses into three 
semesters, Trust Elementary, Trust 
Business and Trust Management. We 
offer students a Trust Certificate upon 
completion of six semesters, comprised 
of the three foregoing courses, Real 
Estate, Corporation Finance and Invest- 
ments. There are certain supplementary 
courses which are important to the 
future trust officer. Among the first I 
should place a course in accounting, 
since it is such an integral part of trust 
department operation; those who do not 
have a thorough training in accounting, 
labor under a distinct handicap. Almost 
of equal importance is a sound knowl- 
edge of commercial law. These should 
be supplemented by a course in effective 
speaking which is given not only by local 
chapters, but by the Y.M.C.A., univer- 
sities and others. To call these courses in 
public speaking is a misnomer. They are 
not primarily intended to develop us into 
public speakers, but to teach us to think 
logically and to speak convincingly in 
our daily work. Since trust problems are 
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perhaps as often psychological as legal, 
a course in the fundamentals of psychol- 
ogy should be included in the latter 
part of the program. Local Chapters, of 
course, offer other subjects such as Eco- 
nomics, Money and Credit, etc., which 
are helpful in rounding out the trust 
employee’s education. Where courses such 
as Commercial Law and Accounting are 
not available in the local A.I.B. Chapter, 
one can do no better than to enroll in 
these courses at the various colleges. 


Continuity of Study Essential 


The trust man’s education is never 
completed, for his business and the con- 
ditions with which he must cope are ever 
changing. Education, with its broaden- 
ing influence, enables one to recognize 
the need for change and to keep abreast 
of conditions that often vitally affect the 
trust business. 

Every member of the Trust Depart- 
ment should not only read, but study 
the monthly Trust Bulletin published by 
the Trust Division of the American 
Bankers Association. There are many 
articles on trust procedure and trust 
problems in Trust Companies Magazine 
which will keep one informed on all 
major developments in the trust field. 

In addition to the text books required 
for the courses previously mentioned, 
the beginner should be familiar with 
such books as Loring’s “Trustee’s Hand- 
book,” Conyngton’s “Wills, Estates and 
Trusts,” and at least some of the others 
listed at the end of this paper. The time 
spent in reading the Trust Division’s 
book on “Customer Relations” will give 
the employee an understanding of the 
problem of public relations and the part 
he can play in serving his bank. Finally, 
the trust beginner should devote himself 
to the study and understanding of the 
statements of principles approved by the 
Executive Council of the A.B.A. 

Membership in the local chapter en- 
titles the trust employee to attend the 
various chapter meetings and provides 
an opportunity to serve on numerous 
committees. Such service is a stepping 
stone to the more important and respon- 
sible offices of the chapter. Chapter work 
cannot but prove helpful to the employee 
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who is willing to give generously of his 
time and talents. Chapter service gives 
one a broad point of view and a wide 
banking acquaintance that are certain to 
be helpful in later years. 

Conventions have been scoffed at by 
many as being a waste of time, and in 
some cases this may be so, depending 
upon two factors: first, the calibre of the 
discussion leader; second, the attitude of 
the delegate. Any serious minded em- 
ployee cannot fail to return to his insti- 
tution with workable ideas if he consci- 
entiously attends the convention sessions 
and makes a point to discuss his work 
with representatives from other sections 
of the country having similar problems. 
The Mid-Winter Trust Conference, which 
is held in New York, the annual conven- 
tion of the Financial Advertisers Asso- 
ciation, and the local sectional conven- 
tions, as well as our own convention, can 
be depended upon to provide informative 
and thought-provoking programs. Such 
conferences are clearing houses for in- 
formation and new ideas. The trust em- 
ployee owes it to his institution and to 
himself to keep informed and to make 
contacts that will be helpful. Employees 
who cannot attend these conferences, can 
at least read the proceedings, which are 
usually fully reported in the magazines 
that have been mentioned. 


Advanced Study for Junior Officials 


There are now available in the Amer- 
ican Institute of Banking and in colleges 
and law schools of the country advanced 
courses in trusts and estates, taxes, etc., 
which are of material benefit to trust 
officers. The seasoned trust men whom I 
consulted about this discussion were 
unanimous in recommending that junior 
trust officials should enroll in the A.I.B. 
Graduate School at Rutgers University. 
This is higher trust education in its 
truest sense. 

Of necessity, the trust officer must 
read the monthly Trust Bulletin and 
Trust Companies Magazine to keep in 
touch with trends in his field. In addi- 
tion, he should read the current Banking 
Law Journal and the legal paper pub- 
lished in his locality, and should closely 
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follow Court decisions concerning estates 
and trusts. 

The outstanding book of recent time is 
the Restatement of the Law of Trusts. 
Every trust officer would do well to take 
the time to read and study this most 
comprehensive work prepared by the 
American Law Institute. Its authenticity 
has already been attested by the frequent 
reference made to it by the Courts from 
coast to coast. Another book of basic 
importance is “Perry on Trusts and 
Trustees,” a most complete explanation 
of the general law. A reading of the 
books listed at the end of this paper will 
also be found helpful. 

Participation in chapter work is help- 
ful to the junior trust official as well as 
to the beginner. The former might well 
devote himself to service in his local 
state bankers association and to the 
activities of the local fiduciary associa- 
tion. 

While some of the departmentals may 
be entirely too elementary for the junior 
trust officer, if he has faithfully attended 


previous conventions and has made 
proper contacts, he will have ample 
opportunity at conventions to broaden 
his acquaintance, as well as to discuss 
his problems with those who are wres- 
tling with similar ones. 


Responsibility of Senior Trust Men 


The responsibility for trust education 
rests equally on the shoulders of the em- 
ployee and of his seniors. Obviously, the 
employee must take the initiative in his 
education—management should provide 
the opportunity. These opportunities may 
be given in a number of ways. 

An institution’s first step in the edu- 
cation of a new employee should be to 
inform the employee about his own com- 
pany. The Northern Trust Company of 
Chicago writes of its plan that the begin- 
ner “should first be provided with a his- 
tory of the trust institution by which he 
is employed. Next we would require that 
a general chart of the bank’s organiza- 
tion be studied, followed by a more de- 
tailed examination of the organization 
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chart of the Trust Department. It has 
also been our custom to have the begin- 
ner understand the position of our bank 
in relation to other trust companies in 
Chicago, pointing out the characteristics 
that typify the other institutions. The 
next step is to imbue the new man with 
the trust company idea so that he will 
know something about the causes that 
gave rise to the formation of trust com- 
panies, how they grew in the United 
States, and what part they play in the 
social and economic life of the com- 
munity.” 

Many trust companies have organized 
their own study courses, led by senior 
and junior officers of the company, or by 
some well-qualified person employed for 
the purpose. Usually a half hour is 
devoted each week to the presentation of 
such subjects as— 

1. A discussion of the Company’s: (a) 
Organization and history, (b) Financial 
Statement 

2. Operation of the principal depart- 
ments 

38. How new business is developed, and 

4. Personnel problems, followed by a 
thirty-minute discussion period. Sales 
technique and constructive criticism can 
often be brought home to employees of 
the staff by the use of skits acted by the 
employees. A number of such playlets 
are available through the Financial Ad- 
vertisers Association. 

Perhaps one of the most effective 
forms of trust education is an intimate 
relationship between the junior trust 
official and his senior. It is essential that 
the senior official should so plan his work 
as to be free for frequent contacts with 
his junior associates. Most senior trust 
men recognize their responsibility in this 
respect, and are willing to give gener- 
ously of their time if the junior is suf- 
ficiently interested. 


Fitting for Positions of Responsibility 


The school of experience is one that 
we cannot afford to overlook. Progressive 
trust companies adopt various methods 
of training and developing their employ- 
ees for greater responsibility. One of the 
most resultful methods is to see that 
promising employees are given some ex- 
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perience in each of the various divisions 
of the Trust Department. This progres- 
sive training takes time, but is invalu- 
able in fitting men for executive duties 
in the Trust Department. Every trust 
officer knows the value of previous ex- 
perience in such departments as Trust 
Accounting, Real Estate, Audit and so 
on. 

As I see it, there rests upon the senior 
trust executives of this country a very 
definite responsibility for the future edu- 
cation of their employees if trust serv- 
ices are to be lifted and kept upon the 
highest plane of service to the public. 
The management’s attitude can be one of 
mere tolerance of education, or one that 
inspires an employee to press on in the 
knowledge that his superiors approve 
and will reward those who are diligent 
in this respect. The Trust Department 
imbued with the latter spirit uncon- 
sciously gives the public a feeling that it 
is dealing with an organization worthy 
of the business entrusted to its care. 

Philadelphia Chapter has about com- 
pleted plans for its first tax course this 
Fall. An entire course might also be de- 
voted to such subjects as the technique 
of trust administration, trust investment 
problems, management of trusteed real 
estate and mortgages, etc. New York 
Chapter, the pioneer in trust education, 
offers a most comprehensive group of 
courses on trust subjects. In some chap- 
ters it may be possible to duplicate the 
trust courses offered at the Graduate 
School of Banking. 

Many trust companies refund the en- 
tire tuition to students successfully com- 
pleting courses applicable to the trust 
business. Others follow what is perhaps 
the more desirable practice of refunding 
only one-half of the cost so that the stu- 
dent has some stake in it. 

Since trust companies are quasi-public 
institutions, we can best live up to our 
obligation to the public by learning all 
we can about this complex but fascinating 
business of ours. After all, the character 
of the service rendered is dependent 
upon the character of the men who 
render that service. The need for thor- 
oughly equipping oneself educationally 
has been pretty forcibly demonstrated 
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during the last decade of changing 
conditions, new laws and new regula- 
tions. Planning and adhering to a pro- 
gram of education will appeal only to 
those who are determined to succeed. 
Whether we realize it or not, we, as new 
employees in the Trust Department, are 
marked and classified by our employers 
within a comparatively short time after 
our affiliation with the Trust Depart- 
ment. Into one group go those who, at 
the very beginning, conclude to rest on 
their educational oars, and into another, 
those who recognize that the education 
they possess is but a foundation which 
must be added to constantly if one is to 
rise to the full stature of a real trust 
man. 


A few recommended books: 

The Law of Wills—George E. Gardner 

A Trustee’s Handbook—A. P. Loring 

Restatement of the Law of Trusts—American Law 
Institute 

The Law of Trusts and Trustees—George G. 
Bogert 

Trust Departments in Banks and Trust Com- 
panies—Clay Herrick 

Perry on Trusts and Trustees 

Wills, Estates and Trusts—Thomas Conyngton 

Orphans’ Court or Probate Court Procedure 
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Trust Service for Persons of Small Means 


RODMAN WARD 
Associate Trust Officer, Equitable Trust Company, Wilmington, Del. 


' ITHOUT any argument we will all 
admit that there would be a finan- 
cial loss to the trust institution acting 
as trustee and guardian in many a small 
trust account which trust institutions 
are handling. But we all have to accept 
appointment in many such _ instances 
when asked to by a court with which we 
have many contacts, for obvious reasons. 
We have to accept appointment in other 
cases in which courts are not directly in- 
terested. There is a social need and de- 
mand which must be filled. If we do not 
fill it someone else will, a public trustee 
will. 
Frankly, I don’t think we want govern- 
ment in our business to the extent of 
competing with us. Again from a social 


point of view, I don’t think this country 
would be well off with the widespread 
adoption of the institution of public 
trustees. We have seen too many cases of 
mismanagement of police pension funds, 
municipal sinking funds and the like. 

Can we make small trusts pay their 
way? I doubt it, not in all cases at least. 
We should and probably can sooner or 
later raise our fees somewhat but in 
many cases a fee to recompense us ade- 
quately would be confiscatory. We must 
avoid too high a scale. The adoption of 
it would have exactly the same result as 
refusal of small trusts. 

Can we reduce expense? There is a 
problem with which we are all constantly 
wrestling. I can only tell you one way 
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in which my own company is trying to 
reduce cost and improve service at the 
same time in small trusts. 

We were appointed to and accepted the 
guardianship of the property of each of 
seven children. We also entered into an 
agreement to handle the widow’s five 
thousand dollars. We were able to invest 
the money of each guardianship and of 
the trust at about four and one quarter 
per cent in a diversified group of about 
thirty-six different kinds of governmen- 
tal and corporate bonds and about the 
same number of real estate mortgages. 
We will only have to credit income to 
each of these accounts four times a year. 
And best of all, in the face of expected 
fifty dollars a year distributions of prin- 
cipal, we are pretty sure we will not have 
to carry more than about fifty dollars 
uninvested at any one time. The costs of 
investment supervision and of income 
collection for these seven small accounts 
have been reduced to almost a negligible 
figure. We are able to invest the money 
of these seven children and that widow 
as well as we can the money of the 
largest trust account. We have been able 
to do this because the statutes of Dela- 
ware authorize common trust funds as a 
method of trust investment and because 
my own company uses such a method. 


Outline of Mechanics of Operation 


Let me explain hastily the bare bones 
of a common trust fund. A trust com- 
pany has small amounts ranging from 
one hundred dollars to two thousand dol- 
lars uninvested in twenty different small 
trusts. It pools these balances, or as much 
of each balance as may be divisible 
evenly by one hundred dollars. The pool 
amounts to twenty thousand dollars. 
With the twenty thousand dollars it buys 
ten different securities. It credits the 
contributing trusts with one unit for 
each one hundred dollars pooled by it. 
There are two hundred units in all. At 
the end of a certain period—say three 
months time—these investments have 
yielded some income. The whole of this 
income in divided by two hundred and 
the resulting quotient is the amount of 
money transferred from the income ac- 
count of the fund to the income account 
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of each trust for each unit it holds. 

At the same time each of the ten 
securities in the fund is appraised at 
its current market value—the total of 
these appraisals amounts to $19,800 
which, divided by two hundred, gives you 
ninety-nine as the current value of a 
unit. There is now additional money in 
additional trusts available for invest- 
ment in the fund. That additional money, 
in multiples of ninety-nine dollars is 
added to the fund and these new trusts 
are credited with a unit for each ninety- 
nine dollars they have contributed. At 
the same time one of the trusts which 
was in from the beginning needs for 
some reason to realize on the one unit 
which it had. Out of the fund that trust 
is paid ninety-nine dollars and its unit 
is cancelled. And so on every three 
months. 

Common trust funds in this country 
have a history going back about eight 
years. The use of them has not spread 
fast. They have been hampered by state 
laws, federal laws and Reserve Bank 
Regulations. Without going into these 
restrictions yet, I want to explain some- 
what my own ideas as to how, laws and 
regulations permitting, we can and 
should use common trust funds, and how 
we should not. 


Diversification to Spread Risks 


They are desirable only for small trust 
accounts. That brings up the question of 
what is a small trust, a question which 
cannot be answered categorically with a 
figure such as $10,000 or $50,000. About 
the best tests for smallness in this con- 
nection are: Is the trust large enough 
so that its investment not only can but 
will be properly diversified? I don’t in- 
tend to imply that there is any magic in 
diversification which arms one against 
making a poor investment. If you have 
ten trusts of one thousand dollars each 
and you invest one of each of these 
trusts in a different bond you have a 
good chance of picking a bond which 
goes bad. The best statistical advice and 
the wisest investment officers are never 
anywhere near one hundred per cent 
right. So there you have a forty or fifty 
per cent loss, to be conservative, in one 
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trust. It is crippled. On the other hand 
about five of your bonds were very good. 

Now, if you had lumped the ten one- 
thousand dollar trusts, and with the ten 
thousand doilars had bought the same ten 
bonds, you would have a loss of five 
hundred dollars, but against it you would 
have five small profits amounting to two 
hundred and fifty dollars, divided equally 
among the ten trusts. Each one has lost 
only twenty-five dollars out of a thou- 
sand. No one beneficiary is badly hurt. 


Investment Under Co-Fiduciaryship 


There is no good reason which I know 
of why common trust fund investment is 
not appropriate for any small trust ac- 
count for which the trustee must make 
investments and in which he is respon- 
sible for them. Whether trust accounts 
of which a trust institution is only a co- 
trustee or in the investment of which 
there is a required concurrence or direc- 
tion of another, can be invested through 
common trust funds is a question. Cer- 
tainly the investment of the common 
trust fund itself must be entirely in the 
hands of the company operating it. It 
cannot consent to abide by anyone else’s 
judgment, for most of the money if not 
all will be that for which he is solely re- 
sponsible. One can say that a co-trustee 
or consultant can, at his own peril, dele- 
gate his investment responsibility to the 
trust institution and the trust institution 
should not say him nay since it acquires 
no liability thereby. I do not feel, how- 
ever, that we can put ourselves in the 
position of urging or recommending that 
course. It would place us in the position 
of recommending a breach of trust. 
Another reason advanced * * * is that 
your co-trustee exercises the discretion 
required of him by agreeing to invest- 
ment in that way and retains control by 
his right to insist upon withdrawal of 
his trust’s money from the fund. That 
has more force and appropriateness. I do 
not like the reasoning however, because 
it hypothesizes the idea that participa- 
tion in a fund is an investment in itself, 
whereas, I think the proper way to look 
at such a participation is that it is 
merely a method of investment in many 
different securities. Can a co-trustee, by 
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agreeing to a method of investment and 
not consulting as to the application of 
the method, avoid being negligent? 

One of the great dangers to trust in- 
stitutions lying in common trust funds 
is that some of them will be used as 
speculative vehicles. As a matter of fact 
history shows that in this country the 
strict common trust fund to a certain 
extent grew out of what were speculative 
funds operated by or under the control 
of trust institutions—common stock 
funds, direct rivals of the speculative in- 
vestment trusts which flourished for a 
brief period under the shadow of the 
doom of 1929. 

I do not in any respect, wish to sug- 
gest that a common trust fund should 
be used as an investment trust, shares 
in which you can sell to the public at 
large, even indirectly. Such a fund would 
then become an extension of or an addi- 
tion to the services which we now offer 
—a new service which is not trust serv- 
ice. The proper way in which to regard 
such a fund is as a tool, a method, a 
device to assist us in what we are already 
doing. Installation of a common trust 
fund should be considered in the same 
light as the installation of a bookkeep- 
ing machine or a statistical department. 


Withdrawal or Liquidation of Units 


There have been and still are regularly 
some objections to common trust funds 
advanced by trust men which show a 
misunderstanding of the general prin- 
ciples on which they operate. For ex- 
ample, it is frequently asked what you 
would do if a trust terminates and is to 
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be paid off at a time when there is no 
money in another trust to take up the 
participation. In the first place, in the 
most common form of fund, no partici- 
pation is ever sold from one trust to 
another. The fund pays off, from inside 
itself, units which are redeemed. The 
total number of units outstanding is 
thereby reduced and the value of the 
whole fund is similarly reduced, but the 
value of other units is not affected. The 
reverse is also true when units are 
issued. There is no fixed size to a fund, 
no authorized number of units as there 
is authorized capital for a corporation. 

Another question is: how can you 
prevent a run on a fund so that even the 
most liquid one will not be embarrassed. 
The very nature of a fund is a sure pro- 
tection against this difficulty. Are you 
afraid of a run on your trust depart- 
ment? Certainly not, for the whim of 
your beneficiaries does not control, in 
most instances, the duration of your 
trusts. An unforeseeable death, a previ- 
ously determinable coming of age fix 
distributions more often. So it is with a 
common trust fund. 

There are grave dangers inherent in 
these funds however, which the experi- 
ences of the past few years make it 
easier for us to see, and which we might 
not have worried about so much in times 
like 1927 and 1928. Unless firm and 
strictly adhered to rules are formed to 
prevent it, there is a danger that a resi- 
due of frozen assets and of not perfectly 
legal securities will form in the bottom 
of your pool, not enough to worry about 
at first, but gradually increasing in 
quantity until you have the same prob- 
lem on your hands that many companies 
had with mortgage pools. Rules which 
must be followed strictly are something 
like this: invest only most conserva- 
tively; sell out immediately securities 
which are becoming shaky, even at a 
loss; never permit more than a small 
percentage, if that, of securities without 
a well established and broad market; and 
never under any circumstances take new 
money into your fund while there is an 
improper investment in it. There are 
methods developed which will permit 
the following of that last rule and the 
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continuance of your fund even when, for 
example, a mortgage goes bad and can’t 
be realized on. 

I firmly believe that if these rules are 
strictly followed a fund can be main- 
tained for legal trust investment under 
the most stringent laws—provided the 
laws permit common trust funds of any 
kind for legal investment. Bogert says, 
“There has been some tendency, how- 
ever, to permit the mingling of two or 
more trust funds in an investment, pro- 
vided the trustee keeps accurate books 
with regard to the shares of each trust, 
and each cestui is given notice of his 
exact interest.” The highest court in 
New York state has said, 


“The advantages that are frequently to be secured 
by combining trust funds to make a large and 
more satisfactory investment than can be made of 
the funds of one trust without combination are of 
sufficient importance and value to the several trust 
funds to overcome any disadvantage that may arise 
from the fact that the several owners of the in- 
vestment may thereafter differ in the matter of 
handling the same. Trust funds have been from 
time to time combined for investment with satis- 
factory results and the practice is generally recog- 
nized as proper for a trustee.” 


Three states now, by statute, approve 
the use of common trust funds. At least 
seven others approve investment in one 
form or other of mortgage participation 
or of mortgage pool, in which the idea 
of mingling funds is inherent. There is 
technically just as much a mingling of 
trust funds with funds of another when- 
ever a trustee purchases a bond of a rail- 
road or of a public utility. The holder of 
such a bond has merely an undivided 
interest in a larger debt of the issuing 
corporation and is subjected, in the free 
handling of his claim, to the usual limi- 
tations in such bonds which require con- 
certed action on the part of various 
holders. 

I know that many of the most experi- 
enced, conservative and thoughtful trust 
men in the country have carefully studied 
the whole question and are convinced 
that the best possible and seriously- 
needed answer to the grave problem 
of investing small trusts lies in com- 
mon trust funds. It is the best answer 
not from any selfish point of view of 
trust institutions but from the point of 
view of beneficiaries. 
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T is generally recognized that there is 

a large field of potential business of 
this type awaiting, development, but there 
appear to be two opposing schools of 
thought on how it should be developed. 
One group maintains that the present 
business extension organization of trust 
companies adequately provides for solici- 
tation in this field, and that publicity can 
be so written that it has an equal appeal 
to both men and women. The other group 
feels that there is a definite need for spe- 
cial solicitation and development of this 
kind of business. Perhaps the best way 
to determine which group is right is to 
ascertain how worth while the business 
is. Women prospects, as I see it, are 
divided into two classes: first, women who 
are dependent and, secondly, women who 
are independent. 


Wives of Trust Prospects 


There are about 23 million homemakers 
in the United States who are the wives of 
our present or potential trust clients; 
wives who in many cases have helped their 
husbands build estates and who nearly 
always have something very definite to 
say about estate-planning. I think most 
men realize the justice and the wisdom 
of consulting their wives when planning 
the financial future of their families. The 
wife does the family budgeting, as a rule; 
she knows the practical needs of her fam- 
ily. She is conversant with the disposi- 
tions and abilities of her children and is, 
therefore, particularly fitted to plan for 
the establishment of trust funds for their 
educational programs. She is the one who 
should be sold on the desirability of a 
trust company’s services as guardian in 
the event of her death and the death of 
her husband during the minority of their 
children. 

Very often we find that the decision as 
to appointing a corporate trustee or ex- 
ecutor depends upon her acquiescence; 


without a sufficient knowledge of the real 
savings effected by a trust company, we 
find her sometimes willing to assume the 
burdensome responsibility herself in or- 
der to save the trust company’s fee. As a 
matter of fact, many men feel that the 
little woman will be able to look after 
things very capably should he predecease 
her, since during their years together 
she has perhaps managed to increase the 
value of any separate property she may 
own. She may agree with him and feel 
that she is quite a business woman. I once 
knew a woman like this—she used to keep 
all her business papers under her mat- 
tress! Neither one of them realizes that 
over the years she consulted her husband 
about every single move she made and 
that it was actually their joint judgment 
—or even his judgment alone—that en- 
hanced the value of her property. Left 
alone, however, the story might be quite 
different; her inexperience may be the 
cause of her financial downfall. Of course, 
some womer have a natural keenness in 
business affairs but even native ability 
without experience and good counsel is 
inadequate to cope with the many vexing 
problems in these critical times. 


Business Experience and Outlook 


Women who have independent income 
and wealth can be further classified as 
(a) business and professional women, 
whose income depends upon their own 
efforts, and (b) women who have inher- 
ited sizable estates. 

Most business and professional women 
are busily engaged in creating estates. It 
is difficult for some of us to realize how 
greatly the economic position of women 
has changed and how quickly this change 
has come about. Thirty years ago woman 
had no political voice in the government 
of her country. Today, women’s organi- 
zations wield a mighty influence in poli- 
tics. Yesterday, “Woman’s Place was in 
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the Home.” Today, no matter how much 
she might prefer a home, she is slowly 
but surely being brought out of the home 
and forced into the swift current of busi- 
ness life. Many factors have contributed 
toward the economic independence of 
women—the world war, the enfranchise- 
ment of women, the depression. There are 
now approximately 10 million gainfully 
employed women in the United States. 
Many of them have family responsibili- 
ties; many of them are accumulating 
wealth. They leave property. They have 
need for trust services. The services 
which appeal to them are somewhat the 
same as those which appeal to the pro- 
fessional man—executorships, custodian- 
ships, agency accounts, life insurance 
trusts, etc. This group of business and 
professional women usually sees the value 
of trust services from a business point 
of view and their solicitation should be 
planned with this in mind. 


Statistics on Estates of Women 


Women who have inherited sizable es- 
tates may be daughters, sisters, mothers, 
widows. It is primarily this group of 
women we think of when we say “trust 
services for women.” Is this business 
worth while? 

The Trust Department of my own in- 
stitution recently made a curvey of 668 
estates of over $25,000, which were pro- 
bated in 36 counties in California. This 
survey disclosed the fact that 442, or two- 
thirds of them, were those of men, while 
226, or one-third, were those of women. 

According to another survey, made by 
the Illinois National Bank and Trust 
Company of Rockford, IIl., appearing in 
Burroughs Clearing House for January, 
1936, and which covered a period of three 
years in one county in Illinois, 35 per cent 
of the dollar volume of the estates were 
those of women. Out of these estates left 
by women, 15 per cent of the dollar vol- 
ume was left by women who died in- 
testate, 85 per cent by women who died 
testate, but only 10 per cent of those who 
made Wills named trust companies ex- 
ecutors. Here is a field that is obviously 
being neglected and which our present 
publicity apparently does not reach. 
According to another article, by Mr. 
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Albert Journeay, it would appear that 
women leave from 35 per cent to 45 per 
cent of the property passing to heirs. 
Of course, some discount should be made 
for the estates of women who predecease 
their husbands and who would naturally 
name their husbands executors; however, 
mortality tables show that in the majority 
of cases, women outlive their husbands, 
and we might say that approximately 
one-third of estates probated are those of 
women who might be induced to name a 
corporate executor if the proper approach 
were made. 

How much of this business is your in- 
stitution getting? Some trust companies 
are getting their share, I know, at least 
on the Pacific Coast. I know of a trust 
company in California that last year ad- 
ministered 18 per cent more estates of 
women than it did estates of men. In 
certain sections of California where many 
elderly retired people reside, we find the 
percentage as high as 50 per cent. 


Need for Experienced and Impartial Service 


Most of the women inheriting estates 
—and the great majority of them are 
widows—are inexperienced in business. 
It is even barely possible that the word 
itself “Trust” may be construed by some 
of them as meaning the trust popularly 
referred to in the gay 90’s before we had 
such stringent anti-trust laws. Not that 
I mean to infer that women are inferior 
intellectually to men, but their economic 
independence has been so recently won, 
they lack the experience, the basic knowl- 
edge and business judgment that man has 
acquired, not only through his training, 
but through the precedent of many cen- 
turies of competitive struggle. 

The woman who has never had any 
business experience or training, finds it 
confusing to have suddenly thrust upon 
her the responsibilities and the unaccus- 
tomed problems of an executorship, and 
fairly loses her perspective in her strug- 
gle with the intricacies of taxes, property 
laws, etc. Her need for a corporate trustee 
is apparent. It is usually at this point that 
she succumbs to high-pressure salesman- 
ship. It is said that women own three- 
quarters of the wealth of this country 
and yet they leave only one-third when 
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they die. Where does it go? Very often 
lost through the disastrous advice of 
relatives and friends; very often to the 
glib salesmen of questionable securities, 
or of other goods, who make a business 
of victimizing women. If a woman has led 
a sheltered, protected life and is perhaps 
lonely, she is very susceptible to flattery 
on the part of the high pressure salesman 
—especially if he is tall, blond and has 
curly hair! Trust companies have a real 
service to sell to women, a service that is 
profitable, and women are in a position 
to buy it. 


Approach to Potential Prospects 


When we speak of the proper approach, 
one of the first things we think of is 
advertising. In this connection, it is 
interesting to note that during the late 
depression, most women’s magazines re- 
tained the same volume of advertising 
copy with a direct appeal to women as 
formerly. The merchandiser evidently 
realizes. that since women make 80 per 
cent of all consumer goods purchases and 
control such a large percentage of all 
wealth, he can’t afford to cut his adver- 
tising budget. He knows that most 
women read, believe and buy. 

Perhaps one of the most direct meth- 
ods of reaching the woman trust prospect 
is by direct-by-mail campaign. We note 
that many trust companies are increas- 
ing the names of women prospects on 
their regular mailing lists. Others may 
circularize a selected list of women pros- 
pects with a special series of pamphlets, 
written with a direct appeal to women. 

Then there is the educational program. 
Here is an opportunity to take advantage 
of the speakers’ bureaus organized in 
connection with the public education pro- 
grams of our bankers’ associations. 
Women’s clubs and other organizations 
are constantly requesting speakers for 
their educational programs. The editors 
of women’s club magazines welcome in- 
formatory articles on financial problems 
of women. 

A very interesting educational pro- 
gram was carried out by the First Na- 
tional Bank of Portland several years 
ago. This bank sponsored a series of lec- 
tures entitled “Instruction in Finance 


TRUST COMPANIES 


for Women.” Engraved invitations were 
sent to a selected list of women pros- 
pects, and the lectures were given at a 
downtown theater. The first course was 
given in the morning, the next two 
courses included an evening class in order 
to reach the business and professional 
women. The course consisted of five lec- 
tures by prominent local men, each 
speaker being a leader in his respective 
field. 

It is: most important, once the trust 
prospect’s interest is aroused, that the 
first interview be handled diplomatically. 
If she falls into the housewife group 
and her husband is sold on trust service 
—it will probably be fairly easy to sell 
her also. But if, on the other hand, she 
belongs to the independent women group 
with no business experience, she may be 
more difficult to handle. The interview 
may be at her home, it may be at the 
bank. There should be a spirit of friendly 
cooperation between members of the staff. 
Women are great shoppers; one day 
they’ll be in to ask you some question, 
another day they’ll ask someone else. She 
requires more individual treatment to 
gain her confidence. Remember this is a 
very important personal matter with her. 
We must listen courteously to her (with- 
in certain time limits, of course), our 
answers must be thoroughly human; we 
do not represent a cold, stony institution, 
although it may look so to her from the 
outside. As in all customer relationships, 
we must recognize the value of adapting 
ourselves to the client’s viewpoint. We 
must meet her viewpoint in a sincere 
effort to help solve her problems. When a 
trust officer lacks sincerity and sympa- 
thetic understanding — and a woman is 
quick to sense this—he usually either 
loses or antagonizes his client. 

It is true that women vary in their 
reactions—it almost seems that each one 
must receive slightly different treatment. 
Some may resent the fact that their hus- 
bands named an institution executor or 
trustee; others are happy to be relieved 
of the responsibility. Some have definite, 
often obstinate ideas, which they call 
their “intuition”; others are willing to 
cooperate and are grateful for advice. 
Some are spendthrifts; others are willing 
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to economize. A satisfied woman customer 
is a splendid advertisement—she always 
tells her friend, and that friend tells her 
friend, ad infinitum— you know how 
women do talk! 


Women as Trust Solicitors 


I can’t dismiss the subject of personal 
contacts without mentioning the woman 
trust solicitor. Do women prefer to talk 
over their financial affairs with another 
woman or do they prefer to be advised 
by men? 

Well, some do and some don’t. I have 
worked in a woman’s banking department 
and in a trust department, and from my 
experience I should judge it to be about 
fifty-fifty. I, personally, and I think I 
represent the average, would rather talk 
with a woman trust officer or bank officer, 
provided I knew she had the same train- 
ing as her brother officer. I would feel 
that she talks the same language as I, 
and has the same financial perspective. 
It is difficult for many trust officers to 
dispense with legal language when talking 
with women clients. We all realize, I 
think, that this must be done if we wish 
to create a better understanding of our 
business on the part of the public. Many 
women, who know little of business 
terms, hate to admit their ignorance 
when a man lapses into business jargon 
and technical expressions. So what do 
they do? Well, they sit it out and leave 
the bank with a puzzled expression on 
their faces, just as you would have if she 
had just explained to you all the intrica- 
cies of the knitting directions of the 
frock she is working on. And, of course, 
it is hopeless when the trust officer adopts 
a school teacher attitude, which any 
woman resents. I’m not maintaining that 
all men who are trust officers talk above 
their clients’ heads, but a woman trust 
officer is more apt by nature to see eye 
to eye with her woman trust client, and 
with this basic understanding of her own 
sex, adapts herself to making explana- 
tions more easily understood. 

Some women, of course, prefer men. 
This was once rather forcefully brought 
to my attention. I had been asked by one 
of my friends to take an assignment at a 
ladies’ club meeting which a speaker 
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could not fulfil at the last moment. Upon 
arrival at the meeting, I was met at the 
door by a charming matron, whose smil- 
ing countenance suddenly turned into one 
of dismay, when I informed her that I 
was the speaker, as she exclaimed aloud, 
“Oh, we thought we’d get a man!” 

Does not the service rendered to women 
trust clients foster good public relations? 
In the Trust Division’s Statement of 
Principles, we find this sentence: “Al- 
though a trust department is a distinctly 
private institution in its relations with 
its customers, it is affected with a public 
interest in its relations with the com- 
munity.” Surely the safeguarding in the 
aggregate of vast private resources for 
the benefit of women and children, their 
protection and well being, is very definite- 
ly affected with a public interest. It 
seems to me that this service which is so 
vital to the preservation of estates will 
not only benefit the trust department in 
a monetary sense but will foster public 
goodwill for the entire institution 
through its service to the community. 





THINK that some, if not a great part, 

of the abuse heaped upon banks and 
bankers was caused directly by a lack of 
understanding of the rights, powers, 
duties and functions of bankers gener- 
ally. It was the fashion to blame all of 
the economic troubles and maladjustments 
on the banks when, in fact, the banks and 
bankers had nothing whatever to do with 
the situation, and when the economic dis- 
location was perhaps more troublesome 
and disastrous to banks and bankers than 
to any other business or profession. 

Education of the public in the techni- 
calities of a business is a long and tedious 
process and yet some, I think perhaps 
most, of the changed attitude of the public 
toward banks and bankers has been di- 
rectly the product of education. The pub- 
lic may be informed about a business in 
several ways, among which we may men- 
tion advertising in its various forms, also 
personal contact, and by good service 
cheerfully and capably rendered. You are 
sowing the seed of good-will whenever 
you pass along correct information to the 
customers you meet in your daily work. 
This is what has been going on and I am 
sure is being carried on every day by 
employees of all departments in banking. 
Especially do I find that employees of 
trust departments have rendered a great 
service in helping to dissipate misunder- 
standing and distrust, and most of this 
service is rendered in conversation with 
friends and customers merely by giving 
out correct information. 

Perhaps it is natural that I should take 
notice of trust department activity in this 
direction, but may I point out that the 
trust business is peculiarly personal and 
involves human relationships that demand 
the highest degree of ethical conduct. It 
is in this department especially that the 
employees have a great opportunity to be 
missionaries of good-will and understand- 
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ing. Be it said to the credit of these loyal 
trust men and trust women that they did 
not fail in the crisis but carried on the 
high traditions of their calling through 
all those dark days when fear, distrust 
and suspicion swept from state to state 
until at length the whole national struc- 
ture of faith and credit seemed about to 
collapse. 

The pioneers of the corporate trust 
business had built well, perhaps even bet- 
ter than they knew, for the organization 
and administration of trust institutions 
has been surrounded from the beginning 
with legal safeguards and restrictions so 
that the care of property in the hands 
of corporate trustees might be endowed 
with the greatest protection that legal 
minds could devise. So it was that trust 
departments and trust business came 
through the battle scarred here and there, 
but nevertheless very much alive and 
eager to go forward in the rebuilding of 
confidence. It is with a good deal of pride 
that we of the trust fraternity can look 
backward and point out that the bene- 
ficiaries of trusts administered by corpo- 
rate trustees have been carefully pro- 
tected and that such losses in value as 
there were came not from fraud, dishon- 
esty and trickery of the trust institutions 
or of the individuals who managed them 
but rather from causes and effects which 
even the most prudent and careful plan- 
ning could not wholly prevent. 

The beneficiaries of the trusts them- 
selves gradually but steadily now begin to 
see that the carefully worked out organi- 
zation and administration of trust insti- 
tutions has the one purpose of protection 
and prudent management of the trust 
estate. As the days after the first great 
crash lengthened into months, it became 
evident that the public was again com- 
mencing to regain confidence in the finan- 
cial institutions of the country and more 
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especially at first in the trust departments 
of those institutions. About this time the 
Trust Division of the American Bankers 
Association took a great step forward 
when, after thorough study and discus- 
sion, it adopted “A Statement of Prin- 
ciples of Trust Institutions.” To Colonel 
R. M. Sims of San Francisco must go the 
greatest credit for this achievement, for 
the passage and publication of the State- 
ment was largely due to his inspiration 
and perseverance. With the adoption of 
the Statement the trustee corporations 
became, as it were, corporate members of 
a personal service profession with the 
highest possible standards and were no 
longer simply business organizations 
whose sole aim and purpose was the 
transaction of the largest possible amount 
of business and the making of the great- 
est possible profit. 

From the time of publication of the 
Statement beneficial results have been 
noticeable in many quarters. The officers 


and employees of the trust institutions 
themselves have seen and understood the 
higher motives and ethical considerations 
that underlie their every-day work; gov- 
ernmental departments that have super- 
visory control over trust institutions have 
been quick to recognize in the Statement 
a framework upon which to build exam- 
ination policies and have used the State- 
ment as a basis for their manual of in- 
structions to field examiners; and finally, 
the public readily accepted the Statement 
as a canon of ethics that epitomizes the 
highest and best standards of good faith, 
honesty and integrity of business deal- 
ing. 

The trust departments and trust insti- 
tutions of the country have made a real 
contribution to corporation ethics and at 
the same time have helped the public to 
have a better understanding of the prob-- 
lems and purposes of those financial or- 
ganizations of which they are a part. 


The Trust Department From Viewpoint of Bank Executive 


W. M. JENKINS 
President, Washington Bankers Association 
Vice President, Everett Trust & Savings Bank, Everett, Wash. 


ROBABLY in a majority of banks 

doing a trust business today, there 
are executives still active who remem- 
ber, and perhaps helped, in the estab- 
lishment of the trust departments in 
their banks. Quite often, the head of 
the bank visualized the possible profit, 
and established the trust department by 
bringing in some new men who could 
qualify as trust experts. 

In many institutions, it was not 
thought necessary to bring experts into 
the organization. Instead, a survey was 
made of their own personnel, and per- 
haps some men who were not making 
good in the commercial department, but 
who could not be dismissed because they 
were related to some influential stock- 
holder or depositor, or for some other 
similar reason, were given promotions 


to the newly-created trust department. 
It naturally followed that the trust de- 
partment had to be given business to 
keep it busy, and it was not unusual for 
so-called “trusts” to be taken on for 
good commercial customers without such 
a minor item as a trust fee being men- 
tioned. 

In those days of development, our or- 
dinary bank executives had a very in- 
definite understanding of the work of a 
trust department, but they soon devel- 
oped a definite conception that many 
troublesome problems could be ear- 
marked “Trusts” and passed on to the 
trust department for possible future so- 
lution. They also soon learned that they 
could create a lot of good will among 
their commercial customers by having 
the trust department perform a wide 
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variety of duties for them with little 
or no charge being made. Even today, 
I imagine that most trust departments 
that are ten years old, or older, still have 
some of these so-called “trusts” with 
which to struggle. Those practices have 
ceased to exist, and our bank executive 
today has a different attitude. Why has 
this attitude changed, and what is it 
today ? 


Increase in Relative Importance of 
Department 


In the first place, a good bank execu- 
tive is interested in service to his cus- 
tomers. Over three thousand trust de- 
partments are operating in the United 
States today, and all but a very small 
number are affiliated with banks. The 
volume of trust business has grown so 
large that the conducting of trust busi- 
ness today constitutes a very consider- 
able portion of the total activities of 
banks. By advertising and experience, 
the vast majority of bank customers 
have been taught to assume that every 
large bank will have a properly con- 
ducted trust department where all trust 
services are available. Very few people 
today would want to do their banking 
business with one institution and their 
trust business with another. 

During the troublesome depression 
times, the public demanded that com- 
mercial banking and bond underwriting 
be separated. Although the question was 
sometimes raised as to whether trust 
business should be separated from bank- 
ing, the idea was generally opposed, and 
today more than ever before, trust ser- 
vice is recognized as a branch of bank- 
ing, and is so accepted by bankers, trust 
men, and the public. So your good bank 
executive knows that his bank must have 
a good trust department, if it is to offer 
a complete banking service. He also 
knows that if he is to properly repre- 
sent his institution in discussing com- 
mercial business, he must also be pre- 
pared to intelligently discuss the many 
ways the trust department can help the 
commercial customer and his family. 

In the next place, a good bank execu- 
tive is interested in his bank showing a 
profit. We hear many arguments as to 
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when a trust department is profitable, 
but if we assume that a trust depart- 
ment is necessary—ways must be found 
to make it profitable. Regardless of the 
tears that are shed by trust executives 
over their inability to get larger fees, 
I am sure that the average bank execu- 
tive has been very much impressed with 
the earnings of his trust department. 
Especially has this been true the past 
few years, when commercial bank earn- 
ings have been shrinking so rapidly. 

Thirdly, while our thoughtful bank 
executive is interested in the money 
profit resulting from a well organized 
trust department, he is almost certain 
to discover a more indirect profit to his 
institution in the field of customer re- 
lationships. Contacts of the trust de- 
partment are far-reaching. A trust of- 
ficer, in handling one trust, will deal 
with the makers of the trust, the bene- 
ficiaries, perhaps numerous attorneys 
representing various interests, court offi- 
cials, insurance men, real estate men— 
in all including a host of people who are 
potential customers of the bank. If the 
trust department men have been faith- 
ful, wise, patient and courteous in the 
execution of their trust duties, they have 
brought to the bank an ever-increasing 
number of friends who will, upon occa- 
sion, demonstrate their friendship to the 
bank either by entrusting new business 
to it, or recommending to their friends 
that they do so. 

Nor are these trust department con- 
tacts of short duration. In most cases, 
a trust once established continues for 
many years, and the bank executive who 
likes to deal with the same customers 
year after year will be impressed by the 
possibilities of making worth-while and 
long-lasting friends for the bank through 
the activities of the trust department. 


Educational Effects of Recent Developments 


Next, our bank executive in recent 
years has to say “yes” or “no” to a long 
list of questions submitted by the bank 
examiner, whether he be from the Na- 
tional banking department, the State 
banking department, the Federal Reserve 
Bank, or the Federal Deposit Insurance 
Corporation. Has the trust department 
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purchased securities from another de- 
partment of the bank, or an affiliated 
institution? Are trust funds invested 
in concerns in which officers or direc- 


tors are interested? Are securities held . 


in trust kept separate from _ securi- 
ties owned by the bank? Are purchases 
and sales of trust investments properly 
authorized? How often are securities 
reviewed, and what records are kept of 
these reviews? Are the uninvested cash 
funds properly secured? 

And so goes a long list of questions, 
until our bank executive is ready to sit 
up and take notice. By the time he can 
properly answer all these questions, he 
realizes that there are dangers con- 
nected with the operation of a trust de- 
partment. Then, too, if our executive has 
done much reading of banking journals 
in recent years, he has read of trust de- 
partments being held legally responsible 
for duties they did not perform prop- 
erly, or perhaps not at all. He realizes 
that a trust department may prove a dis- 
tinct liability, and that a damage case 
might wipe out earnings for years to 
come. Of course, under these circum- 
stances, our bank executive realizes that 
it behooves him to personally make sure 
that the trust department is operated by 
reliable and capable men, and that ulti- 
mately the responsibility is his, if the 
trust department does not operate safely 
and profitably. 

Our bank executive, himself, is a man 
of broad experience. He must be able 
to intelligently discuss a wide variety of 
subjects, and he must be a man who 
inspires the confidence of the bank’s 
customers. The trust officer must have 
all these qualifications, but in addition, 
he must have a much more technical 
training. A good trust officer, while not 
necessarily a lawyer, must have a work- 
ing knowledge of the law, especially as 
it pertains to probates and trusts. While 
he need not necessarily be a certified 
public accountant, he must have a good 
working knowledge of accounting. He is 
constantly dealing in investments, and 
must have a good education in this field. 
His handling of estates, and his advice 
to clients as to how to set up their 
estates makes it imperative that he be 
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well trained in income and estate tax- 
ation problems. Also, unless a man is 
very diplomatic, he could not qualify as 
a trust officer. 

I mention some of these qualifications 
to show that our bank executives must 
at all times realize that they are deal- © 
ing with a very technical question, and 
that they must maintain a personnel in 
the trust department that is exceptional. 
It will be no defense to say that the 
volume of trust fees does not justify 
such able help. Men with these quali- 
fications are available, and it is the duty 
of the bank executives to provide the 
trust department with them. If the vol- 
ume of trust business will not justify 
such experienced and competent help, 
then the only safe plan is to do away 
with the department entirely, rather than 
assume the risk incident to incompetent 
trust administration. 

If there are any bank executives who 
have given these matters little thought, 
I urge them to immediately study the 
revised Regulation F, issued by the 
Board of Governors of the Federal Re- 
serve Board. 

Having done this, I am sure no ex- 
ecutive officer of any bank can help be- 
ing very seriously impressed with his 
duty toward his trust department. Let 
me suggest that the head of every trust 
department see that a copy of Federal 
Reserve Regulation F is placed in the 
hands of every executive officer of his 
bank, and the head of every bank see 
that every executive officer studies this 
pamphlet until he is thoroughly familiar 
with every paragraph in it. . 
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Trust New Business Development 


Bank executives invariably are willing 
to serve on trust investment committees, 
and are diligent and faithful in such 
service. Perhaps it is in the field of new 
business that the trust department offi- 
cers are most apt to question the atti- 
tude of the bank executive. If the de- 
partment is to be profitable, a steady 
stream of new business must be solicited 
and obtained. The best sources of good 
trust business are the bank’s own com- 
mercial customers. Our bank executives 
have daily contact with these accounts, 
and have developed and enjoyed their 
confidence, perhaps for many years. The 
stockholders of the bank are entitled to 
the active co-operation of these officers 
in securing and developing new business 
for the trust department, and I believe 
the average executive is anxious to co- 
operate along this line. 

The trust department men, however, 
should at all times remember that bank 
executives are not trust-minded like 
themselves, and should not be, any more 
than the trust man should be constantly 
keyed up to discover a new commercial 
customer for the bank. But if the new 
business man of the trust department 
will patiently and persistently give the 
bank executive names of particular pros- 
pects who, for one reason or another, 
should have use for the trust depart- 
ment, he will find the bank executive 
diligent and persistent in developing the 
prospective business. My experience has 
been that the best new business results 
come from asking bank executives to do 
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Review of Trust Departments by Supervisory Authority 









a specific thing, or enlist their aid in 
securing a certain account, rather than 
depending on them to themselves dis- 
cover the “leads.” 

The bank executive must keep the 
wheels of the bank running smoothly, 
and a very important part of the bank’s 
machinery is the trust department. Give 
it proper equipment in the form of well- 
trained, capable men, and do not ask it 
to accept business at fees that are in- 
adequate. Then use the acquaintance- 
ship, the reputation, and the influence of 
the bank’s executives with the bank’s 
own commercial customers, and you will 
soon have a flow of desirable business 
coming to the trust department. In a 
few years, if the trust department is 
properly organized and does its work 
well, its own clients will become its best 
new business-getters. 

I am sure some have concluded that 
I am writing of ideal bank executives, 
rather than the average executives they 
have known and with whom they have 
worked. But let me add one requisite to 
my picture. I have assumed that the 
head of the bank is trust-minded. The 
attitude of the ordinary bank executive 
toward his trust department is almost 
sure to be decidedly influenced by the 
attitude of the head of the bank. I am 
sure, in our own case, we would never 
have gone very far if it were not for 
the constant support and encouragement 
given us by our President, and per- 
sonally, I can hardly imagine a trust 
department progressing profitably, or 
otherwise, without the enthusiastic sup- 
port of the bank head. 








WILLIAM H. A. JOHNSON 


OR many years examinations of 

trust departments by supervisory 
authority were more or less cursory—a 
reconcilement of cash ledger accounts 
with the bank balance and a check of the 
securities shown by the records with 
those in the vault. No attention was 


Trust Examiner, Federal Reserve Bank of Chicago 


given to the manner in which the duties 
of the fiduciary were performed. The 
examination of the trust department was 
not comparable to that given the bank- 
ing department, largely perhaps because 
supervisory authority, like the executive 
management of the banks of which trust 
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departments were a part, was not in- 
formed as to performance of fiduciary 
duties and the liabilities, contingent and 
actual, which might be incurred in the 
exercise of such functions. The existence 
of these problems and liabilities became 
apparent in the rehabilitation reviews 
of banks in 1932 and subsequently, and 
in claims against receivers, conservators 
and operating institutions by trust bene- 
ficiaries. 


Objectives of Supervision 


As a result, supervisory authority, 
state and national, have adopted a new 
policy in reviewing the trust depart- 
ments of corporations under their super- 
vision. It is not a case of Pharaoh put- 
ting additional burdens on a _ subject 
Children of Israel, or the further projec- 
tion of “government into business” of 
which we hear so much currently, but 
is motivated by an awakened sense of the 
duty of supervisory authority to stock- 
holders, depositors and trust beneficiaries 
of corporations exercising fiduciary pow- 
ers. In what may be called for want 
of a better generic term, the three fed- 
eral “agencies” having to do with super- 
vision of bank management in all phases, 
i.e.; The Comptroller of the Currency, 
the Board of Governors of the Federal 
Reserve System and the Federal Deposit 
Insurance Corporation, there is a com- 
mon aim in the scope and purpose of 
fiduciary review. A general form of re- 
port was agreed upon by these agencies 
after a conference between representa- 
tives of each of them and few changes in 
the detail of the report were made on the 
adoption of the form by each. State 
authorities are cooperating with these 
agencies when their paths join. Too often 
it is assumed by the trust officer that 
the trust examiner is another necessary 
evil to be borne and gotten rid of quickly 
with the best possible grace, in the spirit 
of humoring the slightly queer person so 
that he will move on and not make a 
scene. 

The examiner comes not as an Alex- 
ander seeking whom he may conquer nor 
a siren to ensnare, but as an impartial 
commentator seeking to improve fidu- 
ciary service and to prevent corporate 
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fiduciaries from falling into pits that 
they may unwittingly dig for themselves. 
In general the men specializing in trust 
examinations are those with legal and 
fiduciary experience. The instructions are 
that the examiner is to lend and advise, 
not drive, trust executives. 

The purpose of the examination is: 

1. To safeguard assets 

2. To ascertain if responsibility is 
properly distributed 

3. To minimize losses by surcharges, 
and 

4. To determine 
profitable. 

Let us consider the scope of the ex- 
aminer’s work in reaching these objec- 
tives. He does not recommend definite 
forms or systems to be adopted or used; 
changes in or additions to forms may be 
suggested, but the modus operandi is 
left to the trust executive. He may in- 
quire as to organization and leave 
changes, if needed, to the management. 
He investigates investment policy, but is 
not an advisory service as to what to buy 


if operation is 
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and what to sell. He examines the cash 
ledgers to determine whether proper ac- 
counts are being kept, but does not audit 
these records. Management is looked into 
to determine whether or not responsi- 
bility is properly divided and duties are 
being performed, but there is no thought 
of dictating policy or personnel. Com- 
ments as to methods and policy are not 
made to create a department to suit the 
whims of the examiner. He is to bring 
to each department the knowledge gained 
in the survey of any departments and 
leaves to the executive the decision as to 
adopting suggestions. The report form 
covers in general the principles set forth 
in the Statement [of Principles of Trust 
Institutions], thus being a common 
ground between those seeking to advance 
fiduciary service and supervisory author- 
ity; the examination being not merely a 
matter of form or the gathering of in- 
formation’ concerning trust operation 
conceived by a crackpot theorist. The 
scope and purpose of the examination is 
to determine whether or not the depart- 
ment is being efficiently operated for the 
benefit of clients and stockholders. 


Physical Asset Control 


Safeguarding assets has to do with 
the physical control of trust assets. Are 
securities under double custody; not 
merely do two people go to the safe when 
securities are deposited or withdrawn, 
but is an adequate record made of de- 
posits and withdrawals and is there a 
follow up of deposited items to see that 
they are properly accounted for by de- 
livery, payment, exchange or for what- 
ever purpose withdrawn? Are reconcile- 
ments of the bank account made by some- 
one other than the person who has cus- 
tody, and are deposits in other banks 
protected by deposit insurance. 

Failure to check securities in and out 
and to ascertain disposition of those 
withdrawn may involve the bank in lia- 
bility if securities are purloined. It is 
also a protection to those handling the 
securities if responsibility for items can 
be placed in the event of misplacement 
or loss. Juggling of the bank account has 
led to serious losses in commercial enter- 
prises and there should be some control 
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of the cash account. The responsibilities 
of a fiduciary with respect to trust prop- 
erty have changed with advances in busi- 
ness methods and the safeguards thrown 
about his own affairs by the mythical 
“cautious and prudent man” who is ever 
present in fiduciary matters. The concept 
of the trustees’ duty to insure physical 
property has changed with the general 
acceptance of insurance and so with the 
rather new insurance of deposits a fidu- 
ciary may be held to the duty of giving 
that protection to trust funds. 


Management’s Responsibility 


Responsibility for the trust depart- 
ment goes further than the appointment 
of a trust officer. The directors should 
know what is going on in that depart- 
ment. Not merely by the designation of 
a committee composed, in the larger 
organizations, of those in the trust de- 
partment or in small institutions of a 
group of officers active in the manage- 
ment of the bank, but a committee com- 
posed in part of directors. The number 
and composition of committees will de- 
pend in large part on the size of the 
organization, but reports should be made 
to the Board of Directors. Investment 
policy should not be left entirely to the 
trust officer or officers; the board should 
know what type of securities are being 
purchased and/or held in trust accounts. 
Decisions in important matters, such for 
instance as the encroachment on prin- 
cipal in trusts providing for this manner 
of supplementing the income if the lat- 
ter is inadequate, are the responsibility 
of some group and not solely that of the 
officer having charge of the account. 
However honest and intelligent any per- 
son may be, he should be checked up on 
and is entitled to have someone share his 
responsibility. 

A trust executive left to himself may 
get a too narrow or too broad concept of 
his duties to a trust or its beneficiaries. 
In an honest desire to gain as great an 
income as possible for the trusts he may 
take risks of investment not justified by 
sound practice. If tender hearted he may 
be inclined to let an importunate bene- 
ficiary get the better of him in a plea for 
greater benefit from the trust, and when 
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the remainderman comes into his own 
he may be able to show that sound judg- 
ment was not used in making encroach- 
ments on principal. Always collective 
opinion is better than that of the indi- 
vidual. 

Losses by surcharges may arise from 
improper investments, in that the terms 
of the trust instrument or the provisions 
of the statute relating thereto were not 
followed; by failure to invest, or by “self- 
dealing” by the fiduciary which goes 
furthur than purchases by the fiduciary 
from itself; it includes purchases from 
the trust, placing insurance with the in- 
surance department or an_ afiiliate, 
“splitting”? commissions on transactions 
of any sort or retaining commissions in 
matters connected with the trust. Sur- 
charges can also arise by improper allo- 
cation of cash receipts or disbursements 
between principal and income or the dis- 
tribution of a dividend in securities 
which belong to the corpus. Failure to 
insure may be the basis of a claim, as 
also may be the failure to safeguard the 
trust property. Improvident encroach- 
ment on principal has been mentioned. 


Efficient and Profitable Operation 


Profit or loss from fiduciary operations 
is not always ascertainable from a 
casual survey. A trust department may 
appear to be unprofitable, the cause be- 
ing inadequate fees or failure to charge 
fees on all business, or the field may not 
be cultivated, or the fault may be in the 
manner of administration. Profits may 
appear, but they may not be the result 
of real trust business. At a trust confer- 
ence a few years back a trust officer 
stated that his department had made 
money from the first; inquiry developed 
that a large part of the income was from 
the management of the bank’s own build- 
ing, truly not a real source of trust fees. 
Again there may be a “flash in the pan,” 
fees inordinately large by reason of 
special circumstances which are not and 
cannot be recurring. Apparent profits 
may appear by reason of failure to 
charge to the department its proper ex- 
penses such as postage, stationery, tele- 
phone, etc., to say nothing of the contro- 
versial items of rent, share of bank over- 
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head, etc. In rare cases fees may be too 
high to attract business. 

Profitable operation does not always 
mean a credit balance after proper 
charges. A department may be “in the 
red” and still be indirectly profitable to 
the bank by reason of service rendered 
or business retained to the bank that 
might have gone elsewhere if the fidu- 
ciary services were not available. It is 
seldom that this is true, but as the ex- 
ception proves the rule it is mentioned. 

Efficiency of operation might be added 
as a fifth purpose. Are the records such 
as to permit the department to do the 
things that are expected of it? Not the 
Jones Perpetual Trust Records or the 
Whatsis System of Machine Bookkeep- 
ing, but is the system adapted to the size 
of the department and so operated as to 
permit the personnel to perform its~ 
functions with a minimum of operating ~ 
effort. Are the records such that no one 
but the person keeping them can prepare 
adequate reports? Are memoranda of 
actions taken and the reasons therefor 
maintained or is the memory of one or 
more persons depended upon? 

Basically, trust accounting is simple. 
A cash book showing principal and in- 
come, a securities record reflecting the 
receipt and disposal of all securities, 
tickler systems bringing attention to 
duties to be performed, such as filing ac- 
counts, remittances, closing the trust, 
collecting income and principal and rein- 
vesting, maintaining insurance and other 
safeguards. Original documents. should 
be treated as almost sacred and working 
copies made for ordinary reference. 
Written authorizations should be taken 
from co-fiduciaries or others having con- 
trol in whole or in part of accounts. 
Proper receipts should be taken for cash 
or property distributed. 

Minutes should be kept of the actions 
of the Trust Committee with supporting 
reference as far as possible. When con- 
troversies arise there is concrete evidence 
of what was done and why. In a sur- 
charge case in New York the decision 
was in favor of the trustee largely be- 
cause it was able to show that much 
thought had been given to the retention 
of the securities on which the action was 
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based by the production of written rec- 
ords and supporting data. The memory 
of the Committee and recollections of 
what had taken place might have been 
sufficient evidence but the written record 
showed what had actually been done. 

Working space should be adequate and 
personnel properly trained. Such person- 
nel should have the supervision and sup- 
port of the general executive and should 
be protected by having its actions re- 
viewed as before suggested. 

The suggestion has been made that 
trust examiners might bring about uni- 
form systems of records. Until the trust 
fraternity, speaking possibly through the 
Trust Division of the American Bankers 
Association, and the supply people can 
agree on what is the best form and 
system there is little that the examiner 
can do. Conditions differ in various sec- 
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tions of the country; trust executives, 
as able as any examiner, have differing 
ideas of the proper way to reach the 
same result. For instance, some trust 
officers believe that classification of 
accounts by nature of duties is not neces- 
sary and that a numerical or alphabeti- 
cal run of the ledgers is proper. Some see 
no need for classifying securities, be- 
ing satisfied that all securities held are 
reflected and accounted for. In some sec- 
tions of the country cost or acquisition 
value is used for control purposes, in 
others a par or unit value is used. Who 
can be so dogmatic as to say that any one 
of these methods shall be adopted by all 
fiduciary institutions. The basic records 
having been indicated, the method of 
operating them is, in my humble opinion, 
a matter for decision by each properly 
trained and experienced trust officer. 





Adjusted Service Bonds of 1945. Regulations 
Effecting Payment In Case of Death 


“In cases of death or incompetence of the 
registered owner, if payment is desired, it 
will be made as hereinafter provided. The 
provisions of Department Circular 300, as 
amended, will, so far as applicable, apply 
to such cases, all of which will be handled 
only by the Treasury Department, Division 
of Loans and Currency, Washington, D. C. 

“With administration—When a legal 
representative of the estate of a deceased 


bond owner has been duly appointed, pay-. 


ment will be made only to him. The request 
for payment should be signed, ‘Estate of A, 
deceased, by B, executor (administrator)’, 
must state the address of the representa- 
tive, and must be signed in the presence of 
and must be certified by one of the officers 
authorized in paragraph 11. The bond must 
then be transmitted to the Treasury Depart- 
ment, Division of Loans and Currency, 
Washington, D. C. Unless satisfactory evi- 
dence of qualification of the representative 
is already on file with the Treasury Depart- 
ment, the bond must be accompanied by a 
certificate (which may be a certified copy of 
the representative’s letter of appointment) 
under the seal of the court appointing such 
representative, dated not more than six 


months before presentation of the bond for 


payment, showing the appointment and qua- 
lification of such representative and stating 
that the appointment is still in force. 

“Legal guardianship.—When the Treas- 
ury Department has notice that a legal rep- 
resentative of the estate of an incompetent 
bond owner has been duly appointed, pay- 
ment will be made only to such representa- 
tive. If payment is desired, the request for 
payment should be signed ‘A, incompetent, 
by B, guardian (conservator or committee)’ 
and must state the representative’s address. 
It must be signed in the presence of and 
must be certified by one of the officers au- 
thorized in paragraph 11. The bond must 
then be transmitted to the Treasury Depart- 
ment, Division of Loans and Currency, 
Washington, D. C. Unless satisfactory evi- 
dence of qualification of the representative 
is already on file with the Treasury Depart- 
ment, the bond must be accompanied by a 
certificate (which may be a certified copy of 
the court order appointing such represen- 
tative) under the seal of the court, dated 
not more than one year before presentation 
of the bond for payment, and showing the 
appointment and qualification of such repre- 
sentative.” 
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For the first time 
Corporate Fiduciaries may now obtain 


COMPLETE liability protection 


Indemnity Insurance Company of North America 


fills a long-felt want with two new policies de- 


signed to exactly meet the bank’s own specifications 


HE law holds that the trustee, and 
ae the estate, is responsible for lia- 
bility claims for bodily injuries orig- 
inating on properties under its fiduciary 
control. Inadequacy of the insurance 
forms heretofore available has often re- 
sulted in serious losses to fiduciaries. 


To meet this urgent banking need, the 
Indemnity Insurance Company of North 


America now makes available two new 
policies ... designed in accordance with 
specifications laid down by bankers and 
trust officers . . . that make possible, for 
the first time, protection for corpo- 
rate fiduciaries against every conceivable 
liability. The Insurance Committee 
of the California Bankers Association 
has endorsed these policies as meet- 
ing their exact published specifications. 


These radically different and long-needed policies ... the 


Fiduciaries’ Master Liability Policy and the Fiduciaries’ Com- 


prehensive Liability Policy . 


- are available only in the 


Indemnity Insurance Company of North America. Ask your 


broker or agent about them. . 


- or write the Company at 


1600 Arch Street, Philadelphia, Pa. 





Indemnity Insurance Company 
of North America 


PHILADELPHIA 
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Our unique experience and proportionately larger volume of bank insurance offer definite advantages to 
banks in the writing of bankers’ blanket bonds and other forms of bank insurance. 
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135 South Broad Street 
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Social and Practical Necessity of the 
Common Fund* 


Meeting the Requirements of the Small Trust 


GILBERT T. STEPHENSON 
Vice President, Equitable Trust Company, Wilmington, Del. 


EETING the requirements of the 

small trust is up for discussion 
wherever two or three trust men are 
gathered together. First, because most 
of our trusts are small trusts and the 
number of them in proportion to large 
trusts is increasing. Second, small trusts 
are hard to handle in such a way as to 
be reasonably profitable to the trustees 
and to net a satisfactory return to the 
beneficiaries. 


Three Possible Attitudes Towards 
Acceptance 


The trust institutions of the United 
States may take any one of three atti- 
tudes towards small trusts. First, they 
may make no distinction between small 
trusts and large trusts, not letting size 
be a determinative factor in accepting or 
declining a trust. So far, this is the 
course that most trust institutions have 
pursued. Second, they may fix a mini- 
mum size and decline to accept trusts be- 
low the minimum. While a trustee may 
be required to administer a trust once 
accepted and may not be permitted to 
resign, neither an individual nor a trust 
institution may be required to accept a 
trust. A few of the trust institutions 
in the larger cities have undertaken to 
fix a minimum below which they will not 
accept trusts. Third, trust institutions 
may make special preparation for the 
profitable, economical, satisfactory, and 
advantageous handling of small trusts. 
This last is the course upon which trust 
institutions have embarked and which 
gives rise to the topic, meeting the re- 
quirements of the small trust. 


* From address before New Hampshire Bankers 
Assn. Convention, Manchester, May 22, 1936. 


Classifying Trusts by Size 


What, in fact, is a small trust? It is a 
relative term. A trust man in New York 
City or in Chicago would say that a 
$50,000 trust is a small one, whereas, 
a trust man in New Hampshire or North 
Carolina would classify a $50,000 trust 
as a medium sized or large one and ° 
would classify as a small trust only one 
of $10,000 or less. 

In classifying trusts by size, it will be 
helpful to think in terms of income 
rather than principal; for ordinarily a 
beneficiary measures a trust by the 
amount of income he receives from it 
now and not by the value of the prin- 
cipal that somebody else will receive at 
some later time. May we not say that 
for practical purposes a trust is a small 
one unless it yields enough income to 
supply the beneficiary the necessities and 
comforts of life according to the stand- 
ards of living prevailing in the com- 
munity in which the beneficiary resides? 
Let us see how this works out. In New 
Hampshire can a grown man or woman 
having to pay for everything—food, 
clothes, shelter—live in comfort accord- 
ing to the prevailing standards for less 
than $75 per month? Can a child be 
reared and educated, including high 
school and college or technical school, 
for less than $75 per month? Living ex- 
penses perhaps are fully twice as much 
in New York City or in any of the 
larger cities as they are in any of the 
cities and towns, not to mention the rural 
districts, of New Hampshire. May we 
not fix $150 per month as the minimum 
amount for the comfortable support of 
an adult beneficiary of a trust or for the 
comfortable support and liberal educa- 
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tion of a minor beneficiary of a trust in 
a large city? It takes $20,000 invested 
at 444% —and that is fully as high a 
yield as one can count upon at the pres- 
ent time—to yield $75 per month, and 
$40,000 to yield $150 per month. On this 
basis anything under $20,000 is a small 
trust in New Hampshire—and the same 
would apply to the other rural States— 
and anything under $40,000 is a small 
trust in the larger cities. 


Revealing Statistics as to Size of Trusts 


To any student of the statistics of 
American trust business one of the most 
surprising things is the preponderant 
number of small trusts compared with 
large trusts. We speak glibly of trust 
assets in terms of tens and hundreds of 
millions and of billions even and create 
the impression that million-dollar trusts 
are the order of the day. Still afflicted 
with big-figuritis, we speak (without 
mentioning names of course) of our 
million-dollar estates and trusts and fail 
to mention our many more thousand- 
dollar and even hundred-dollar estates 
and trusts. When we take a look at the 
record quite a different state of facts 
about the size of our trusts is revealed. 
Let us take a look at the record of the 
trust departments of the 1,578 national 
banks that have active trust depart- 
ments. 

According to the report of the Comp- 
troller of the Currency for the year 
ended October 31, 1935, the average size 
of the trusts in the national banks is 
$71,322. Stop here and it looks as if the 
trusts being administered by national 
banks are large trusts. Let us break 
down these figures. In national banks 
capitalized at $25,000, the average size 
of the trust is $8,635; in those capitalized 
between $25,000 and $50,000, $8,695; 
those capitalized between $50,000 and 
$100,000, $10,026; between $100,000 and 
$200,000, $11,758; and between $200,- 
000 and $500,000, $20,053. In 1,239 out 
of the 1,578 (78%) trust departments 
of national banks in the United States 
the average size of the trust is less than 
$20,000; in fact, it is nearer $10,000. 
Again, when these figures are broken 
down according to the size of the places 
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in which the banks are operating, the 
preponderance of small trusts is just as 
manifest. It is only in cities of 100,000 
and over that the average size of the 
trust is over $40,000. In only 254 or 16% 
of the national banks and those located 
in cities of 100,000 and over is the aver- 
age size of the trust account over $40,- 
000. There is no reason to doubt that 
the average would apply also to state- 
chartered banks and trust companies. 

Lest anyone think that the trust de- 
partments in the larger cities do not 
have small trusts, let me give some fig- 
ures for the company with which I am 
connected. It is one of the older and 
larger trust companies in a city of 100,- 
000 which is regarded as one of the 
wealthiest communities in the country. 
Naturally anyone would expect that our 
trust business would be made up almost 
entirely of large accounts. Yet recently 
I had an actual count made of the last 
100 trusts that have been put on our 
books. I found that, while the average 
size of these 100 trusts is $34,190, 52 
of them are $10,000 or less and 13, $1,000 
or less. 

The small trust is with us; it is with 
all of us; it is with us to stay. As Lin- 
coln said of the common people, God 
must love them, for He made so many 
of them. 

For us trust men the question is, 
What are we going to do about it? Are 
we going to do nothing about it and let 
the small trust remain one of the un- 
solved problems of our trust depart- 
ments? Are we going to decline small 
trusts and force them into the hands of 
individual trustees? Or are we going to 
meet the requirements for the profitable 
and economical administration of small 
trusts? Can we afford to go on accepting 
trusts regardless of size and handle them 
precisely as we do large trusts? 


Fees and Cost of Administration 


It is generally conceded that the most 
pressing business problem in the trust 
field is that of putting trust business on 
a paying basis. It is generally conceded 
also that the present unprofitableness of 
trust business is traceable to the cost of 
handling trusteeships and guardianships. 
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The settlement of estates, provided the 
bank or trust company does not have to 
share its commissions with co-executors 
or co-administrators, is reasonably profit- 
able. So is corporate business—trustee- 
ships under bond issues, transfer agen- 
cies, registrarships, and the like—where 
the bank or trust company is paid ac- 
cording to the activity of the account. 
But a bank or trust company simply 
cannot break even on a trusteeship or 
guardianship. Here in the East the 
trustees usually receives 5% of the in- 
come annually and 2% of the principal 
at the termination of the trust. We can 
hardly count the termination fee for 
that may not be realized in 20 or 30 
years or longer. For current operating 
income we must depend upon the annual 
fee. A $20,000 trust invested at 414% 
yields $900 a year. Five per cent of $900 
is $45. A bank or trust company cannot 
administer a $20,000 trust properly—do 
the bookkeeping, accounting, reporting, 
investing, servicing, supervising — for 
$45 per year or $3.75 per month. 

The situation is complicated by the 
fact that at the present time the cost of 
administering a small trust is propor- 
tionately greater than that of adminis- 
tering a large trust. The actual cost of 
setting up, bookkeeping, accounting, re- 
porting, investment-analyzing and re- 
viewing, servicing, and supervising a 
$20,000 trust may be as great as that 
of a $200,000 trust. The personal services 
connected with small trusts—the work 
of the trust officers themselves—fre- 
quently are more extensive and exacting 
for the small trusts than for the large 
ones. 


If we keep in mind that a trust insti- 
tution is a private business enterprise, 
we must realize that we cannot continue 
to handle trusts, large or small, at a 
loss. Our people invest their money in 
the banks and trust companies of their 
communities. They are entitled to rea- 
sonable return on their investment. We 
trust men have no moral right to use 
these stockholders’ money in administer- 
ing trusts at a loss. As a matter of fair 
and square dealing with the stockholders 
of our banks and trust companies, we 
must either put small-trust business on 


a paying basis or else we must get out 
of the small-trust business. 


Can We Afford to Decline Small Trusts? 


Having cost-analyzed our trust de- 
partments and ascertained that we can- 
not break even on a trust of, say, less 
than $25,000, can we afford to say to the 
world that we will not accept a trust of 
less than $25,000? Or, having said so, 
will we live up to it? A person with an 
estate of $10,000 may need trust service 
for his wife or child or mother or sister 
or other dependent fully as much as the 
person with an estate of $1,000,000. In 
fact, he is apt to need it more. 

Look at it as a practical matter. When 
the widow asks you to accept the guar- 
dianship of a $10,000 estate of her minor 
children, are you going to say, “We can- 
not accept it. We cannot maké a profit on 
such a small estate. You will have to get 
an individual for guardian.” When the 
court asks you to accept a trusteeship 
for an incompetent of a $10,000 estate, 
are you going to say, “We cannot accept 
it. We cannot make it pay. You will have 
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to appoint an individual trustee.” When 
you open the will of a decedent and find 
that he has named your bank or trust 
company executor and trustee and that 
he has created one $10,000 trust for his 
aged mother, another for his widowed 
sister, and left the residue of his estate 
amounting to $100,000 in trust for his 
widow and children, are you going to 
say, “We will accept the executorship 
and the residuary trusteeship for these 
will be profitable to us, but we cannot 
accept the trusteeships for the mother 
and the sister for we cannot make them 
pay.” When the young man comes to you 
and says, “I have accumulated $10,000 
and I want to create a living trust and 
add to it,” will you say, “We cannot ac- 
cept it for we cannot make it pay us. 
Come back when you have accumulated 
$50,000 and we will accept your trust 
for then it will be profitable to us.” 
The American trust institution, if it 
is to stay in trust business, must accept 
small trusts along with large ones. When 
I say, if it is to stay in trust business, 
I make no idle implication. If I know the 


temper of the American people, they will 
not stand for a trust service that is of- 
fered to the large estates and denied to 
the small ones. 


State Trusteeship 


If we do not meet the requirements 
of the small trust, the state itself will 
go into the trust business. This is what 
already has happened in every common 
law country in the world except the 
United States, Canada, and South Africa. 
It has happened in England, in New 
Zealand, in Australia, in British India, 
as well as in many of the non-common 
law countries like Denmark and Norway. 
And when a state goes into the trust 
business to handle small trusts it usually 
winds up by handling large trusts as 
well. And, did you know, we already have 
rudimentary state trusteeship in 22 of 
our States—that is, there are public ad- 
ministrators or public guardians or pub- 
lic trustees—authorized to settle and 
administer estates? I mention state 
trusteeship, not as an immediate pros- 
pect nor as an impending calamity, but 
as a socialistic development for which 
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we may as well be prepared unless we 
bestir ourselves to meet the require- 
ments of the small trust. 


How Can We Meet the Requirements? 


Meeting the requirements of the small 
trust involves two things. One is reduc- 
ing the cost of administration of small 
trusts. The other is stabilizing the prin- 
cipal and income of small trusts. 

From the standpoint of the trustee, if 
the administration of small trusts is to 
be put upon a paying basis, either the 
costs must be reduced or the charges 
must be increased. The trustee is not in 
a position to increase charges unless or 
until it is able to show that it cannot 
reduce costs further without impairing 
the quality of the service. From the 
standpoint of the beneficiary, the charges 
cannot be increased materially, compared 
with the charges for administering large 
trusts, without imposing a burden upon 
those who are least able to bear it. 

The person who creates the trust has 
two kinds of beneficiaries in mind—one, 
the immediate income-beneficiary, the 
other, the ultimate principal-beneficiary. 
He desires that, in so far as possible, 
the income-beneficiary shall receive sub- 
stantially the same income monthly or 
quarterly or annually and that, when the 
term of the trust has run, the principal- 
beneficiary shall receive the principal in- 
tact. While he is not indifferent to in- 
crease in income or in principal, he is 
more concerned about stability and de- 
pendability. So his main requirements 
are met if he feels assured of a stable, 
even though smaller, income and of an 
unimpaired, even though unaugmented, 
principal. 


Combining Small-Trust Funds for 
Investment 


Reducing the cost of administration 
of small trusts and giving more assur- 
ance of stability of principal and income 
are not new or local problems. Years ago 
the life insurance companies had a simi- 
lar problem with respect to the proceeds 
of insurance policies left with them for 
administration. Other countries have had 
and still have the same problem. In this 
country the problem has become more 
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acute in recent years because the size of 
trust estates is diminishing and more 
and more people with small estates are 
demanding trust service. 

Three years ago the Trust Division 
of the American Bankers Association ap- 
pointed a special committee to study the 
subject of small trusts. This committee, 
after studying the subject here and 
abroad, came to the definite conclusion 
that most of the problems peculiar to 
small trusts would be solved if trustees 
were permitted to combine for invest- 
ment purposes the funds of different 
small trusts into what are known now as 
common trust funds. It was found that 
this is the way the problem has been 
solved in a number of trust institutions 
in this country—notably, the Brooklyn 
Trust Company of Brooklyn, N. Y., the 
City Bank Farmers Trust Company of 
New York, the Equitable Trust Company 
of Wilmington, Del., and the First Trust 
Company of St. Paul, Minn. It was found 
also that this is the way the problem 
has been solved in Canada, in New Zea- 
land, in Australia, in Denmark, in Nor- 
way, and in Japan. In the light of the 
findings of this special committee, the 
Executive Committee of the Trust Divi- 
sion and the Executive Council of the 
American Bankers Association have ap- 
proved the common trust fund for small 
trusts. 

How does the common trust fund meet 
the requirements of the small trust? It 
reduces the cost of administration by 
eliminating the duplication of work in 
analyzing, reviewing, and servicing trust 
investments. It takes about as much time 
and work to analyze, review and service 
a small trust invested in ten $1,000 bonds 
of that many issues as it does to analyze, 
review, and service a $1,000,000 common 
trust fund invested in ten blocks of 
$100,000 of bonds of that many issues. 

The common trust fund promotes sta- 
bility of income and principal by making 
possible adequate diversification and 
prompt reinvestment of funds. Recently 
there was submitted to 29 representative 
trust investment officers from all parts 
of the country the question as to the 
minimum amount with which they could 
secure satisfactory diversification where 
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they had full discretion as to invest- 
ments. Their answers ranged all the way 
from $10,000 to $100,000 and averaged 
about $35,000. Suppose a trust of $10,000 
is invested in two $5,000 mortgages and 
one of them defaults in interest. There 
goes one-half the income. Suppose it has 
to be foreclosed. One-half the principal 
is tied up and possibly part of it lost. 
The effect of a default or foreclosure of 
a $5,000 mortgage in a $1,000,000 com- 
mon trust fund would not be felt by a 
$10,000 trust participating in the fund. 

It is the order of the day to accept 
mortgages on an amortizing basis. Sup- 
pose a $10,000 mortgage is amortized 
over a 20 years’ period. This means $500 
a year coming in for reinvestment. Trus- 
tees simply cannot reinvest these funds 
promptly except through a common trust 
fund. While an uninvested balance of 
$500 in a $100,000 trust would not seri- 
ously afféct the income, an uninvested 
balance of $500 in a $10,000 trust means 
two weeks’ income less for the bene- 
ficiary. 
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Problems Connected with Common Funds 


While many years’ experience with 
common funds on the part of the life 
insurance companies, 70 years’ experi- 
ence with common trust funds in Den- 
mark and New Zealand and shorter 
periods in other countries and six years’ 
experience with common trust funds in 
this country all have proved their work- 
ability, their desirability, and, in fact, 
their essentiality in reducing the cost of 
administration and in providing stability 
for small funds, nevertheless some more 
hurdles must be made before common 
trust funds can be put into general use 
in this country. 

First, there is a tax problem to be 
solved. Under the Federal Revenue Act 
as it stands and as it is interpreted by 


the courts, a common trust fund is tax-: 


able as an association. This means that 
the incomes of the trusts participating 
in the common trust fund must bear 
their part of the corporation income tax 
and then their regular individual in- 
come tax. Until this burden of double 
taxation is removed, the use of common 
trust funds is severely limited if not 
actually prohibited. It is hoped that this 
burden will be lifted by an amendment 
to the Revenue Act that has been pre- 
sented and is being sponsored by the 
American Bankers Association. 

Next, there is the problem of regula- 
tion of common trust funds. Remove the 
tax burden and leave every bank and 
trust company free to establish and op- 
erate common trust funds in its own 
way and, the chances are, we should have 
such abuses as to bring the whole plan 
into disrepute. So it is recommended that 
the tax exemption apply only to common 
trust funds established and operated 
under rules and regulations prescribed 
by the Federal and State banking 
authorities. This means that, after the 
tax problem has been solved, the problem 
of formulating rules and regulations that 
will safeguard common trust funds will 
remain. 


The third problem is an accounting 
problem. It is to find a simple way of 
accounting for gains and losses for tax 
purposes on security transactions in the 
common trust fund. It is a problem for 
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accountants and tax men, not for bank- 
ers and trust men. Suffice it to say that 
the proposed amendment to the Revenue 
Act contains the key to the solution of 
this problem. 

The trust man has a social obligation 
to his fellowman and his community as 
well as a business obligation to his bank 
or trust company to meet the require- 
ments of the small trust. By working 
together, we trust men will be able 
eventually to meet the requirements of 
the small trust. It must be said of the 
American trust institution, if it is to 
stand the test of time, its door is open 
to every American citizen who needs 
trust service. 





Common Trust Funds Relieved 
of Double Taxation 


Under the terms of Section 169 of 
Title I of the 1936 Revenue Act, signed 
by the President on June 22, common or 
composite trust funds meeting certain 
requirements are exempt from income 
taxation as corporations. Pertinent pro- 
visions of the text follows: 


“(a) Definitions—The term ‘common trust fund’ 
means a fund maintained by a bank (as defined 
in Section 104)— 

“(1) Exclusively for the collective investment 
and reinvestment of moneys contributed thereto 
by the bank in its capacity as a trustee, executor, 
administrator or guardian; and 

(2) In conformity with the rules and regula- 
tions, prevailing from time to time, of the Board 
of Governors of the Federal Reserve System per- 
taining to the collective investment of trust funds 
by national banks. 

“(b) Taxation of Common Trust Funds—A com- 
mon trust fund shall not be subject to taxation 
under this title, Title 1A, or Section 105 or 106 
of the Revenue Act of 1935, and for the purposes 
of such titles and sections shall not be considered 
a corporation. 

“(c) Income of Participants in Fund—Each 
participant in the common trust fund shall in- 
clude in computing its net income its proportion- 
ate share, whether or not distributed and whether 
or not distributable, of the net income of the com- 
mon trust fund. The net income of the common 
trust fund shall be computed in the same man- 
ner and on the same basis as in the case of an 
individual. The proportionate share of each par- 
ticipant in the amount of interest specified in Sec- 
tion 25 (a) received by the common trust fund 
shall for the purposes of this supplement be con- 
sidered as having been received by such partici- 
pants as such interest. 

“‘(d) Admission and Withdrawal—No gain or 
loss shall be realized by the common trust fund by 
the admission or withdrawal of a participant. The 
withdrawal of any participating interest by a par- 
ticipant shall be treated as a sale or exchange of 
such interest by the participant.” 
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Remedial Legislation Affecting Trust Administration 
in ‘Tennessee 


EDMOND J. WALSH 
Vice President and Trust Officer, Third National Bank in Nashville, Tenn. 
From Address Before Trust Division Meeting, Tennessee Bankers Assn. 


7 HE present law provides that only a bank 
with a capital of $100,000 and a surplus 
of twenty per cent of its capital may be 
appointed to accept and execute trusts, etc. 
As this law is now construed, the surplus 
of twenty per cent is required only to quali- 
fy, and a bank which has once qualified may 
lose its entire surplus the next day and still 
be permitted to continue to do a trust busi- 
ness. This requirement of a surplus is, there- 
fore, of little value, and should, in my opin- 
ion, be repealed or strengthened, so that the 
authority to accept new business would be 
suspended until the surplus is restored. 

I also doubt the wisdom of restricting trust 
powers to banks with a capital of $100,000 
or over. This restriction prevents banks or- 
ganized since 1903 with a smaller capital 
than this amount from exercising such 
powers and thereby deprives many of the 
smaller towns of this important service. 
Someone must act as administrator, executor 
and guardian in towns as well as in cities, 
and banks in these towns are just as capable 
to act as any individual in the same town. 


Requiring Banks to Furnish Security in 
Fiduciary 


I have no prejudice against surety com- 
panies, but it often seems to me to be a 
useless expenditure of an estate’s funds to 
pay three or four hundred dollars each year 
to some surety company. There is a marked 
difference, in my opinion, in the amount of 
risk involved where the administrator or 
guardian is a bank and where it is an indi- 
vidual. When a bank qualifies, all of its re- 
sources immediately become obligated to 
guarantee against defalcation or misman- 
agement. The bank’s affairs are examined at 
regular intervals and its officers are them- 
selves under bond. An individual, on the 
other hand, may die or disappear overnight. 
He is not required to have a fixed, perma- 
nent domicile, and his individual business is 
not subject to any regulation and may be- 
come involved at any time. 

I believe we should have a law which 
would provide that no bond would be re- 


quired where a bank is appointed executor, 
administrator, trustee, or guardian, or that 
the appointing Court would have the right 
to waive the requirement of a bond in its 
discretion. 

Under the Act of the Tennessee Legisla- 
ture of 1903 banks were authorized to act 
in fiduciary capacities without giving bond 
unless the Court should require security. 
This part of the Act was repealed in 1911. 


Selling Securities Through Affiliates to 
Trust Estates 


One of the fundamental principles of equi- 
ty underlying the law of trusts is that the 
trustee must display AT ALL TIMES com- 
plete and undivided loyalty to the cestui 
qui trust. It is not a question of dealing 
fairly. It should avoid the appearance of 
evil. 

A frequently quoted statement by Mr. 
Justice Cardozo, now on the United States 
Supreme Court but then a member of the 
New York Court of Appeals, is worth re- 
peating: 

“Many forms of conduct permissible in a work- 
aday world for those acting at arm’s length, are 
forbidden to those bound by fiduciary ties. A trus- 
tee is held to something stricter than the morals 
of the market place. Not honesty alone but the 
punctilio of an honor the most sensitive, is then 
the standard of behavior. As to this there has 
developed a tradition the most unbending and in- 
veterate. Uncompromising rigidity has been the 
attitude of courts of equity when petitioned to 
undermine the rule of undivided loyalty by the ‘dis- 
integrating erosion’ of particular exceptions. .. . 
Only thus has the level of conduct of fiduciaries 
been kept at a level higher than that trodden by 
the crowd.”’ 

A good illustration of the fine discernment 
expected of trust officials is found in a con- 
versation in one of Joseph Conrad’s novels. 
The hero in attempting to defend a mistake 
made at a critical moment in his career said: 
“TI tell you, there was not the thickness of 
a sheet of paper between the right and 
wrong of this affair,” to which his friend 
replied: “How much more did you want’? 

On this same point the “Statement of 
Principles of Trust Institutions”. ..should 
be the trust officer’s code. The Board of Gov- 
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ernors of the Federal Reserve System recog- 
nize this principle and have expressly for- 
bidden members of the Federal Reserve 
Banks to buy from, or sell to, their trust 
estates. 

In the face of this general principle of 
equity, a statute was passed in Tennessee 
in 1929 authorizing a guardian or trustee 
to purchase securities from its affiliate with 
trust funds. Why this statute was passed I 
do not know. As far as I can learn there 
Was no general demand on the part of the 
public for such legislation. The banks alone 
were benefited. The banks of the State 
should not wait until the people object to 
this law, but, in my opinion, should say that 
such law is contrary to the principles of 
equity and should have it repealed. 

There seems to be some difference of opin- 
ion on the value of statutory lists of trust 
investments, but I believe such a list, when 
made exclusive but liberal, is the safest 
method for both the bank and the bene- 
ficiaries. In the main, I think our statutory 
list of investments is good and should not 
be changed except in some minor ways. 


Common Stocks as Trust Investments 


There has been much talk within the last 
twelve months regarding inflation and the 
advisability of obtaining authority for trus- 
tees to purchase common stocks. It is argued 
that the reduced income on bonds and the 
reduced interest rates present a grave prob- 
lem to trustees and the best protection 
against inflation is the purchase of common 
stocks. 

This thought was given wide publicity by 
reason of the fact that Mr. Hoover found it 
necessary and proper to testify in the Le- 
land Stanford University case. The Court 
held that there was nothing in the trust to 
prevent investments in stocks and that cir- 
cumstances justified the trustees in invest- 
ing in bonds, debentures and shares of stock. 
Notwithstanding this thought which is now 
current, I believe it would be dangerous to 
legalize the purchase of common stocks at 
this time in Tennessee. 

Mr. Adrian Massie, Vice-President of the 
New York Trust Company, in an address 
made in December, 1935, said: 


“The problem which causes most of our trouble 
is: Should trustees buy or hold common stocks in 
accounts where they are permitted to do so. In 
the first place, I believe a corporate trustee should 
do everything possible to keep from getting into 
common stocks. And yet, whether we like it or 
not, through the pressure of interested parties or 
some outside interests, or because we are given 


637 


the common stocks when the trust originates, 
we have it as a problem.” 


The California Statute provides that every 
trust company may hold, during the life of 
the trust, all property received during the 
trust from any source, although such prop- 
erty be not legal for investment of trust 
funds, leaving it to the discretion of the 
trustee whether such securities should be 
sold. 

This provision I think is of benefit to the 
trust estate, as otherwise the trustee may 
be forced to go into Court or to sell stocks 
which were purchased by the testator, when 
it is to the interest of the estate to retain 
these stocks. 


Officer Acting Individually as Fiduciary or 
Co-Fiduciary. 


A provision in the new Regulation “F” 
issued by the Board of Governors of the Fed- 
eral Reserve System prohibits the officer of 
a national bank from accepting a fee or | 
compensation for acting as co-fiduciary with — 
the bank in the administration of any trust 
unless such action is approved by the Board 
of Directors. 

This Regulation, of course, is based upon 
the sound principle that every officer should 
be loyal to his employer and should have no 
separate interests that conflict therewith. 
The officers come in contact with the cus- 
tomers of the bank by virtue of their em- 
ployment. It is totally irreconcilable with the 
duty owed to the bank for an employee to 
use his position to advance his individual 
interests, or to use for his personal benefit 
the good will which should naturally be cre- 
ated by the proper performance of his duties 
for the bank. 

It is no answer to say that the customer 
would not appoint the bank. By accepting 
employment from the bank the employee 
automatically eliminates himself from per- 
forming similar services as an individual. 
He contracts, by implication and in the eyes 
of the law, not to do so. This should apply, 
in my opinion, not only to the acceptance 
of appointment as co-executor but as sole 
executor while the employee is in the service 
of a trust institution; and, as the Board of 
Governors has seen fit to make a Regulation 
thereon, I believe it only proper for our 
State to incorporate such a regulation into 
a law. 


Administrative Provisions 
I believe the law should be changed so 


that all claims should be filed within a year 
and a half after the date of qualification of 
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the representative of a decedent’s estate and 
that estates should be wound up within that 
time unless the circumstances require an 
extension. Section 8225 of the Code provides 
that claims and demands not matured at the 
time of qualification of the executor or ad- 
ministrator are barred six months after the 
date the cause of action accrues, while ma- 
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tured claims may be filed within eighteen 
months from such qualification. This statute 
should be clarified. 

There is a statute which provides a meth- 
od of transferring a guardianship from one 
county to another but this statute does not 
cover the transfer of trusts. I believe such 
an Act should be passed. 


What the Bank May Expect of the Newspaper 


LEON B. BAKETEL* 
Financial Editor of The Oregonian, Portland 


«sP PLAY BALL” is the cry of. the 

umpire that the baseball fan loves 
to hear, and play ball is what the bank 
and the newspaper should do together. 
Both are vital to the success of a com- 
munity, when properly conducted. As a 
matter of fact one can hardly get along 
without the other. The bank needs the as- 
sistance of the newspaper and the news- 
paper that of the bank. Both have much 
in common and both have the same aim 
in view—the upbuilding and development 
of the community. 

There are people who believe the sole 
desire of a bank is to make profits for 
itself; to see just how many times its 
officers can say “no” to prospective bor- 
rowers; what mortgages it can foreclose 
on for its own benefit, and how high an 
interest rate it can charge those who suc- 
ceed in getting a favorable nod and how 
little interest it can pay its depositors. 

I have heard it said that when a news- 
paper printed a certain story about a 
bank, it was propaganda and instigated 
by the bank for a hidden or ulterior pur- 
pose. In more years in the newspaper 
profession than I perhaps care to admit, 
I have seldom had a bank ask me to pub- 
lish any propaganda, to “cover up” any- 
thing for them or to print other than 
facts. 

Generally speaking, all the banks have 
sought through the news columns of their 
paper has been to acquaint depositors 


* Address bhefore Oregon Bankers Association 
Convention, June 13, 1936. 


and the public as a whole with those 
things they are entitled to know, such as 
changes in banking laws, interest rates, 
making of deposits, service charges, 
changes in management or personnel, 
trust and estate affairs, promotions, 
loans, how to refinance a business or 
automobile, home modernization loans, 
capital changes and kindred matters. 
And the bank has a right to expect the 
newspaper to print news stories on each 
or all of these subjects and many others. 
Not alone is it valuable to a bank to have 
such news given wide publicity, but it is 
even more valuable to the public at large 
and especially those who are customers 
of the bank. Bear in mind that a custo- 
dian of the public’s wealth must also be 
the custodian of the public welfare. As 
Dean Gauss of Princeton told the New 
York Bankers Association: 


“The great mass of the American public 
recognizes the degree of control which 
those who possess stored-up wealth exer- 
cise over every phase of American life. 
They are restless because they recognize 
also that, in too many cases, no special 
ethics permeated all the members of that 
group. That is why your profession also 
must prove to the country, before confi- 
dence can fully return, that you are con- 
scious of your social responsibilities.” 


The Essential Business Side of Journalism 


The newspaper needs the bank not 
alone as a news source but for its adver- 
tising patronage and—it is just possible 
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—for a little financial assistance now and 
then should occasion require. Let me tell 
you that the bank which does not adver- 
tise in its local or nearby newspaper or 
its bank publication is not only hiding 
its own light under a bushel, but should 
be very hesitant in ever asking that 
paper for free publicity. Both institu- 
tions should reciprocate and do it gladly 
to the everlasting benefit of both as well 
as to the community, surrounding terri- 
tory and state as a whole. 

Bear in mind it costs money to publish 
a newspaper as well as to operate a bank. 
Every slug of type set costs the news- 
paper a certain amount of money. Every 
bit of white space on the page of a news- 
paper represents a certain value. True, 
newspapers print scores of columns of 
news and feature matter for which they 
receive nothing in direct financial return, 
although much in good will. But they are 
first and primarily a newspaper, and 
must print the news if they expect people 
to subscribe for and read the paper. And 
so it is to the business men, industry, 
financial institutions and the like that 
they must look for advertising which 
they must have if they wish to meet their 
payrolls, other expenses and keep out of 
bankruptcy. 

If I had $4,880,000,000 to do with as I 
pleased, I could print a daily paper and 
give it away to every home in Portland. 
I wouldn’t need advertising or care about 
it, but despite this, every issue would 
represent a drain on my capital with 
nothing coming in. How long could a 
bank exist without earnings? How long 
could a newspaper be published without 
advertising? It, too, must have profits. 
News and advertising go together, both 
vital to the success of the newspaper, 
just as profits are to a bank. 


Confidence and the “Nose for News” 


And all this brings up the thought of 
co-operation. The bank and the news- 
paper need to work together. How is this 
best accomplished? By being honest one 
with the other. Bankers are supposed to 
know what “trust” means. All right, Mr. 
Banker, then trust your newspaper 
friend who calls upon you daily for news, 
with the important affairs of your bank 
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which may develop into news stories. In 
other words, take him into your confi- 
dence. If he is what he should be, he will 
not violate that confidence even if it 
costs him his job. If he would be that 
loyal to you then let me suggest you do 
your part by trusting and co-operating 
with him. 

It has been my experience that most 
bankers, while knowing all about money, 
interest rates, loans and the like, 
wouldn’t recognize news if it slapped 
them in the face. There are exceptions, 
of course. Portland has half a dozen 
bankers who have just as good a “nose 
for news” as any newspaper reporter. I 
must admit, however, they are in the 
right calling and should not give it up 
to pound a beat or for the editorial desk. 

Possibly some of you bankers do not 
know the definition of news. Let me give 
it to you as a great editor gave it to me: 


“News is information or tidings of cur- 
rent events, episodes, happenings and 
planned activities, of nature and scope 
such as to be interesting and instructive 
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to the general public or to any consider- 
able group thereof.” 


I have already mentioned many topics, 
anything about which is news. When a 
visitor calls on you, generally speaking 
the newspaper doesn’t care unless he has 
something interesting to report. When 
talking with him, ask about his home 
town, business in general, politics, crops 
or other matters and remember what he 
says, then tell your newspaper friend. It 
is such things that make news. Do you 
contemplate buying a bank and convert- 
ing it into a branch? Tell it to your news- 
paper friend. If it is confidential, he will 
not abuse your confidence but will know 
what to be on the lookout for and how 
to treat it when the actual news does 
break. 


Assuring the Right Kind of Publicity 


I can cite you several instances within 
the past few years, wherein because I 
had been told in advance, and respected 
the confidences, when rumors or purported 
news stories came in over the wire, I 
was able either to discard them entirely 
or rewrite them and thereby protect local 
or upstate banks, their depositors or 
communities as the case may have been. 
This partial news was held until the full 
story was ready and affected consolida- 
tions, changes in personnel and owner- 
ship, reorganizations, and so on. 

Are you planning to do the unheard of 
thing of letting one of your branches go 
back into an independent bank? That’s 
front page news! Are you making 
changes in your personnel, putting new 
rates or rules into effect, or doing any of 
the hundred-and-one other things valu- 
able as news? Tell your newspaper 
friend. But I would suggest that you do 
not divide your allegiance. 

You may have not thought of it, but 
the newspaper that gives your news story 
a screaming 8 column banner line on an 
inside page and a long-winded article, 
may be just the medium which will bring 
you the least desired results. I have never 
known a banker who wanted his bank 
news played up sensationally, although 
all of them like Page One position and 
to see their pictures looking out at them 
from a page in their favorite newspaper. 
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Most of them, at any rate, want their 
news stories to be conservatively and 
honestly written. It is a fact that three 
lines in one paper may do more for you 
and your bank than a column in another. 
Study your newspaper and decide for 
yourself what you want to do, but be fair 
in your verdict. 

What is a newspaper? A newspaper is 
an institution developed by modern civil- 
ization to present news of the day, local 
and world wide, to foster commerce and 
industry through widely circulated ad- 
vertisements, and to furnish that check 
upon government which no constitution 
has ever been able to provide. Webster’s 
says a newspaper is— 


A paper printed and distributed, at 
stated intervals, usually daily or weekly, 
to convey news, advocate opinions, etc., 
now usually containing also advertise- 
ments and other matters of public in- 
terest. 


On Leaning Backward and Standing Up 


Another thing. Don’t be so close 
mouthed. Bankers are supposed to stand 
high in their community, whether it be 
town, village or metropolis. They are 
supposed, rightly or wrongly, to know 
something besides banking. Their opin- 
ions usually carry weight. I am not so 
sure they do with Roosevelt, or in Port- 
land with Bennett, but they do with the 
rank and file of the public. When your 
newspaper asks you for an expression of 
opinion on this or that, give it fearlessly 
and honestly, just as you believe. Don’t 
stop and ponder the query “Will this 
hurt my business if I speak my mind 
and tell the truth?” or “If I do this will 
I drive any of my customers to my com- 
petitor?” The world loves a fighter, a 
man of nerve and one who dares stand 
squarely on his own feet, speak his own 
mind and, if need be, tell the other fel- 
low to go to—. 

Let me suggest right here that you 
follow the advice of Frank M. Totton, 
vice president of the Chase National 
Bank, who said: 


“The policy of secrecy and self-suffi- 
ciency is no longer in vogue. The wise 
banker says by all means, ‘Tell the Cus- 
tomer everything!’ This has been para- 
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phrased by the American Banker to read 
‘Tell the Public Everything.’ ” 


Now what I have been trying to tell 
you is wonderfully outlined in a letter 
received by a friend, from a friend of 
his in New York. He is editor of a mag- 
azine. He mentioned a talk I gave re- 
cently and then said: 


“T would certainly like to have you get 
an article from him to try to get a rise 
out of those trust officers whose nose for 
news is so short that they would get 
drowned if it drizzled. I have been trying 
to get some of them to come across with 
examples of what they think would make 
good news copy and all I get is a mere 
collection of statements that the trust re- 
lationship is as sacred as the golden calf, 
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or that they haven’t got anything worth 
relating. I think you and I know better 
and if you could get Baketel to tell them 
so, it ought to do a lot of good.” 


What the bank may expect from the 
newspaper is just the same kind of 
square deal as the bank gives it; the 
same kind of co-operation; the same help- 
fulness; the same courtesy. Just because 
you know so well how to say “No,” do 
not let that govern your relations with 
your newspaper. Be friendly. Cultivate 
your newspaper as it probably will you; 
trust it to respect your wishes and be 
your friend. But don’t promise it news 
stories and then fall down on your 
promise. Keep your word with your news- 
paper and it will keep its word with you. 





Public Relations in Banking 


C. H. WETTERAU 


Vice-President & Trust Officer, American National Bank, Nashville, Tenn. 
From Address before the Illinois Bankers Association 


ANKS have no rights except those 

granted them in their charters for 
supplying certain recognized needs of 
the public under the authority of the 
law-making bodies representing the 
people; thus banks, as we know them, 
serve in a semi-public service capacity 
as chartered banks privately capitalized. 
Whether we are to be allowed to con- 
tinue this type of privately capitalized 
chartered banks through the years ahead 
may in large measure be determined by 
the manner in which the Public Rela- 
tions Problem of our banks is handled 
now. So widely read an historian as H. 
G. Wells in his “The New America; the 
New World,” published in 1935, is quoted 
as offering this comment: 


“A multitude of people ... declare 
that the general process of private bank- 
ing is unfair and dishonest and socially 
destructive. The banker replies that this 
indictment comes from sheer ignorance. 


But he does not volunteer the informa- 

tion that would remove this ignorance.” 

And Mr. 8S. Sloan Colt of the Bankers 
Trust Company of New York City is 
quoted as saying that a learned and re- 
spected member of the Federal judiciary, 
in a recent utterance before a meeting of 
bankers, made this very pertinent obser- 
vation: “Gentlemen, your acts over the 
next ten years will determine whether 
banking shall continue to be conducted by 
private interests, or become a function 
of the National Government.” 

Public relations is something that has 
to be worked at—and worked at intelli- 
gently—year in and year out—in the 
days when least needed, as well as in the 
days of stress, for it is not something 
that can be kept in a closet and brought 
out for use on special days and occa- 
sions. Changes of plans or policies in 
days of stress merely incite suspicion 
and have the opposite to the desired 
effect. 





TRUST COMPANIES 


An Immediate Program 


As bankers, we are interdependent 
and must recognize our responsibility 
each to the other, as well as to the pub- 
lic. It is patent that the first thing for 
each institution to do is to place its own 
house in order, and by that I mean that 
its policies and operations should be such 
as to justify the confidence which it asks 
the public to bestow upon it. 

With our policies in order, the next 
thing to be considered is the operation 
of the bank or the service we furnish 
the public. Here develops our responsi- 
bility for training our employees who 
contact the public, whether officers or 
tellers, so that our customers may be 
served in a manner most pleasing to them 
and intelligently in the customers’ inter- 
est. It is an indisputable fact that the 
customer gets his impression of the bank 
from the employee who serves him, 
whether that employee be an officer, tel- 
ler, telephone operator or floorman. 

In handling your advertising, there 
are a few things which it would be well 
to remember. First, that you are not 
merely competing with other bank ad- 
vertisers, but with all the advertising 
appearing in the same publication for 
attention; that it is not necessarily what 
the banker wants to write that the pub- 
‘lie wants to read, but that we should 
incorporate in our advertising what the 
public wants to read, as the banker 
would write it, yet so worded that it 
could be understood by the layman. It 
has always been my feeling that a bank’s 
advertising in its appearance, illustra- 
tion, layout and interest should compare 
favorably with the best advertising pro- 
duced by any other type of business 

Our institution holds conferences with 
contact employees, as well as officers. 
Our officers and employees call on present 
customers, as well as new business pros- 
pects and report to the Business Devel- 
opment Department, where records of 
interviews are kept. At 8:30 each morn- 
ing, our officers meet for 30 minutes to 
discuss customer relation activities, new 
business, new accounts that have opened 
and those that have closed, make reports 
on calls and interviews, and also to dis- 
cuss other matters considered important 


by officers in charge of specific depart- 
ments. 

Semi-monthly, a mimeograph bulletin 
goes to all officers and employees and the 
executive committee, showing the new 
business solicited and produced by each 
officer and employee, describing its type. 

We also publish a house organ called 
“The American,” principally for our offi- 
cers and employees. Material for the 
publication is mostly inspirational in 
character, and a listing of those personal 
items referring to our employees, which 
is of interest to the entire group. We 
also stress the importance of securing 
and holding business for the bank, and 
include articles showing the progress of 
our institution. 

We consider it important that the 
proper morale be maintained in the or- 
ganization, and at least twice a year a 
meeting is held in which the family 
spirit of the group is emphasized, enter- 
tainment provided, and a short talk is 
usually made by one of our executive 
officers. 

Regulation and Public Opinion 

Some bankers are chafing under the 
new rules and regulations that have been 
imposed upon them by recently enacted 
laws. What many don’t seem to fully un- 
derstand is that this new legislation has 
resulted from the demands of the pub- 
lic. 

Have you been addressing your adver- 
tising publicity to those who earn $5,000 
or more a year? Do you know that it is 
said that only about 2% of the adult 
population of the United States earns 
$5,000 or more a year? If we are to win 
a more favorable public sentiment for 
banking, is it not logical for us to ad- 
dress ourselves to the other 98% of the 
adult population, who, being qualified to 
vote, have a tremendous influence upon 
the laws of the land under which we 
operate? The politician usually addresses 
himself to the 98%. If he is a successful 
politician, he keeps closely attuned to the 
wishes and thinking of this majority 
group in the enactment of laws. Doesn’t 
this simple fact indicate a need by bank- 
ing for a National Public Relations pro- 
gram. taking this majority group into 
consideration ? 











While the public has never understood 
banking and probably never will, and I 
do not feel that it is essential to better 
Public Relations for the mass of the pub- 
lic to be so informed as to qualify each 
individual as capable of serving, in an 
official capacity, some financial institu- 
tion, yet the public is interested in the 
results that accrue to them and affect 
their welfare. In other words, we must 
sell the public on what banking has 
done, can do and is doing for the wel- 
fare of each individual in this country. 

There are some simple things which 
can be done now, which I believe to be 
of major importance. Every state should 
enact as a law, and give authority to the 
banking superintendent of each state for 
enforcement, that the words “bank, 
banks and banking” shall not be used 
by any individual or organization not 
qualifying for supervision by some bank- 
ing authority, (Tennessee enacted such 
a law in 1935). We all know that com- 
mercial banking suffered tremendously 
during the last depression from the bad 
press accorded investment banking, as 
well as commercial banking, and the pub- 
lic was not sufficiently informed to dif- 
ferentiate between investment banking 
and commercial banking. 

It might be well also, for the word 
“Trust” to be reserved for institutions 
having trust functions under supervi- 
sory authority of some banking depart- 
ment. Without doubt, the fact that in the 
State of New York it is unlawful for any 
institution to use the word “Savings” 
except the savings banks, and the fur- 
ther fact that those savings banks co- 
operated in an intelligent Public Rela- 
tions and Advertising Program, had 
much to do with that type of institution 
weathering the storm without a failure. 

While we can all aid in a Public Rela- 
tions Program by the intelligent opera- 
tion of our individual institutions, I can- 
not but believe that the most rapid ac- 
complishment of the results desired 
would come by banks getting together 
in a cooperative program. 

I believe that the different banking 
associations wish to do for banking what 
banking wishes them to do, and fully 
realize that those in authority cannot 
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bring such a program to banking until 
the demand for it arises from the mem- 
bership, but I believe that in the Amer- 
ican Bankers Association, the Reserve 
City Bankers Association, the Financial 
Advertisers Association, American Insti- 
tute of Banking, the State Bankers As- 
sociations and other groups are men 
fully capable of instituting and carrying 
on such a program, and that when bank- 
ers have come to fully appreciate its 
importance and to indicate sufficient in- 
terest, there will be found someone to 
carry the torch. 

On April 28, 1915, at a meeting of the 
Tennessee Bankers Association, Elbert 
Hubbard made a talk on “Getting To- 
gether.” Mr. Hubbard said, 


“The other day I was at the classic 
town of Kalamazoo, Michigan, the home 
of the State hospital for the insane, the 
insane asylum, and I walked across the 
beautiful grounds, a half mile from the 
main building, and I saw a young man 
out with a lot of patients for a walk 
and you know, I suppose there were 
twenty-five of those patients and only 
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one man in charge. I just kind of slipped 
in with the bunch and nobody noticed 
me, and finally I worked my way up 
alongside of the little fellow in charge 
of these men, and I said to him, “Are 
you armed?” And he said, “No, why 
should I be armed?” I said, “You have 
all these men in your charge; what is to 
hinder their getting together, setting up 
a job on you, giving a signal and put- 
ting you out of commission?” He thought 
I was qualifying for a degree. He said, 
“You belong here all right. You ask why 
those fellows don’t get together?” I said, 
“Yes.” He says, “They can’t, that is why 
they are sent here.” 


I feel that there is an opportunity 
for bigger and better things for bank- 
ing if we can get together on the proper 
program of Public Relations. Had you 
relized that while the recent insurance 
law is costing banking 1/12th of 1% in- 
surance premium on its deposits, that 
for as little as 1/200th of 1% or 5¢ per 
one thousand dollars of deposits per an- 
num, if there are fifty billion of deposits 
in the country, banks could raise a fund 
of $2,500,000 to handle a cooperative 
Public Relations Program? If your bank 
has one million dollars on deposit, would 
you not be glad to pay $50.00 per year 
as an additional insurance against the 
type of hysteria which we have seen in 
this last depression, with the possibility 
that by the use of such a fund banking 
may be so interpreted to the public as to 
win greater acceptance and appreciation 
and lay up a backlog of public goodwill 
against the days of future stress and 
future challenge of the chartered bank 
with private capital? 


Hartford Life Insurance-Trust 
Council Organized 


Cooperative efforts between life insur- 
ance and trust companies in Hartford, 
Conn., the Life Insurance capitol of the 
country, have taken a long step forward 
with the organization, on June 12th, of 
the Hartford Life Insurance & Trust 
Council. Patterned after the pioneer 
Council in Boston, the new association is 
composed of representatives of Hartford 
trust institutions and life insurance com- 
panies, both head office and agency mem- 
bers of the latter being members. There 
are already thirty members in the coun- 
cil, with July 1 as the limit for joining 
as charter members. 

During the coming fall and winter, 
speakers of national prominence, author- 
ities on the various related phases of 
life insurance and trust work, will ad- 
dress meetings, and contribute to solu- 
tion of common problems and advance- 
ment of mutual interests. The following 
officers were elected at the organization 
meeting: 


President: William C. Fenniman, 
Phoenix State Bank & Trust Co.; Vice 
President: W. Watson House, New Eng- 
land Mutual Life Insurance Company; 
Secretary: Wilbur S. Pratt, Northwest- 
ern Mutual Life Insurance Company; 
Treasurer: Carlos S. Holcomb, First Na- 
tional Bank of Hartford. The Executive 
Board consists of: William B. Dana, 
Hartford National Bank & Trust Com- 
pany; Jeremiah H. Bartholomew, Jr., 
Hartford-Connecticut Trust Company; 
John B. Bolles, Travelers Bank & Trust 
Co.; Orrin S. Spencer, Massachusetts 
Mutual Life Insurance Company; Allyn 
W. Larkum, Phoenix Mutual Life In- 
surance Company; Ernest L. McCut- 
cheon, Aetna Life Insurance Company. 


President Roosevelt, on June 5, named 
Chester C. Davis, present Federal Farm 
Administrator, as a member of the Board 
of Governors of the Federal Reserve Board. 
This place on the board has been vacant 
since its organization. Mr. Davis joined 
the AAA in 1933 as director of the produc- 
tion division, and in 1934 was named admin- 
istrator. 





Developing Trust New Business 


My Experience As Executor 


The Harvard Trust Company, Cambridge, 
Mass., has distributed six little booklets 
(see cut of No. 1, slightly reduced) in serial 
form. They relate the experiences of an in- 
dividual executor, his troubles, embarrass- 
ment, and grief that came to him in the 
performance of his duties. 

This type advertising is undoubtedly 
effective in as much as it carries a reader 
interest in narrative form and accomplishes 
the purpose of pointing out the extremely 
technical aspects of the modern executor. 

The following are excerpts taken from 
the series. 

Upon completing his duties as Executor 
of the modest estate of his late partner, a 
Cambridge business man relates the expe- 
riences he went through. His story is so in- 
teresting, the HARVARD TRUST COM- 
PANY is publishing it in serial form in six 
chapters, each in a separate booklet. * * * 


HAVE just discharged my final obliga- 

tion as executor of the estate of my late 
partner in business. I am quite sure that 
many a man in business will be interested 
in hearing the story of what I have been 
through. 

By that I do not mean the work and ac- 
counting involved, although there was more 
of both than ever one would realize. I have 
in mind the headaches and—yes—heart- 
aches that I suffered during my administra- 
tion of this estate. 

And the estate was not a large one, for 
my partner was not a wealthy man. But 
what appeared at first to be a simple, rou- 
tine task turned out to be so complicated 
and involved my business and my own estate 
to an extent that became positively danger- 
ous. 

As soon as I had completed the job, 
signed my last paper and heaved my last 
sigh, I made up my mind to pass along my 
experience to others, in the hope that by 
doing so I might help other business men 
to avoid getting into a similar situation. I 
expressed this desire to the Treasurer of 
the Harvard Trust Company and was told 
that if I would write my experiences in de- 
tail he believed the bank would publish the 
story. * * * 


Some ten years ago, my partner and I 
had a good manufacturing business which 
we owned between us fifty-fifty in the form 
of a close corporation. Neither of us had 
sons who would come into the business. 
Naturally, we wanted to fix things so that 
if one of us died, the other could become sole 
owner, or, at least, would be in a position 
to choose his own partner. 

With this in mind, we inserted clauses in 
our wills to the effect that the widow of a 
deceased partner must sell her husband’s 
stock to the surviving partner, if he de- 
sired to purchase. We specified that the 
price to be paid for the stock should be de- 
termined by a third party chosen by the 
two. Then we named each other executors 
of the respective wills and thought we had 
done a good day’s work. 

I know now what a couple of simpletons 
we were. You will agree with me when you 
hear how the plan worked out. 





My Experience 
As Executor 


. » » by a Cambridge business man 
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Two years ago my partner died, after a 
few days’ illness. 

I had not the slightest idea what to do 
first, except that I realized that by some 
process or other the will must be filed in 
the Probate Court and my appointment as 
executor legally obtained. I immediately did 
what most likely any business man would 
have done under the circumstances. I went 
to the treasurer of my bank for advice. I 
was confident he would tell me what to do 
and I even thought it probable that the 
bank could take care of the necessary legal 
formalities in my behalf. 

Right here was the first surprise I re- 
ceived. I found that the bank could do noth- 
ing to help me for the good and sufficient 
reason that banks cannot act in any way 
as a legal advisor. The treasurer also ex- 
plained something which should have oc- 
curred to me—that his bank cannot render 
legal service and transact affairs which are 


construed as practice of law. The bank’ 


treasurer and I agreed that I should con- 
sult an attorney at once, preferably the one 
who had drawn up the will, as he had had 
the confidence of my partner. 

At this early stage in my experience I 
received a decided shock. Mr. B called upon 
me to file a personal bond with the petition. 
I protested vigorously and called his atten- 
tion to a clause in the will exempting the 
executor from furnishing surety to cover 
the proper performance of his duties. Henry 
and I had taken care to express our con- 
fidence in each other by including this 
phrase in our wills and neither of us in- 
tended that the other should be put to finan- 
cial inconvenience because of serving as 
executor. Mr. B smiled—rather a lukewarm 
smile, I thought—and reminded me that the 
law requires an executor to file a personal 
bond. Moreover, the amount of the bond 
must equal twice the value of the personal 
estate of the deceased. 


“All right,” I said, “I’ll get my insurance 
man to provide a bond for me.” 

“Tt’s not quite so simple,” Mr. B replied, 
“the law requires a personal bond. A bond- 
ing company can only act as surety on your 
bond.” 


I was forced to endanger my own estate 
in order to serve as executor of Henry’s 
estate. 

On top of this came the selection of 
an appraiser. With the petition to the Pro- 
bate Court I was requird to suggest an 
appraiser for the estate, who would be ap- 
pointed if the suggestion met with the 
approval of the Court. 
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Bear in mind that this appraiser would 
have to determine the value of Henry’s 
share in the business and the will specified 
that Mrs. Mann must sell the stock to me 
at the price determined by the appraiser, 
if I desired to purchase. Delightful situation 
to be placed in, was it not? I recalled that 
day ten years back, when Henry and I had 
considered it so simple and sensible a solu- 
tion. It was simple all right, but it did not 
look as sensible the day Mr. B asked me to 
name an appraiser. 

I hesitated to name several men who 
were well qualified to serve, because of the 
fact that they were intimate friends. Mrs. 
Mann’s acquaintanceship with business men 
was limited and she was at a loss to make 
a selection. Finally Attorney B proposed a 
man who appealed instantly to both of us 
and the awkward situation was relieved. 

When I received my appointment I told 
myself that now I would swing into action 
and get things done. But a word from Mr. 
B cautioned me that about all I could do 
during the ensuing twenty days was to make 
a list of the assets of the estate. 

Briefly, let me show just what this de- 
tail work involved. The insurance companies 
had to be notified. I had to write them, re- 
questing proof of claim forms. Then each 
had to have a copy of the death certificate, 
copy of the will and certificate of my ap- 
pointment as executor. 

The stock certificates took much more of 
my time. There were fifteen of them and to 
each company I had to send the certificate 
of my appointment with the request that 
dividends be sent to the executor. Later on 
more work was involved in transferring the 
titles to Mrs. Mann. 

Then I notified the occupants of the two- 
family house of my appointment and re- 
quested that rents be paid to me. Books had 
to be opened in the name of the estate, of 
course, and it was not long before quite a 


‘bit of bookkeeping was required. Bills were 


received from Henry’s creditors, but, fortu- 
nately, they were few and with one excep- 
tion, presented no difficulties. I wanted to 
pay these bills when the insurance was re- 
ceived, but the attorney warned me that 
no bills should be paid until six months had 
elapsed, the time allowed for filing claims, 
after which time I would be able to prepare 
a statement of all assets and liabilities and 
would know just what was the balance be- 
tween claims, debts and assets. 


OR nearly a year I had been serving 
as executor of the will of my late part- 
ner in business. He and I had made wills 
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naming each other as executor and speci- 
fying that the widow of either partner must 
sell her husband’s share in the business to 
the surviving partner. The price to be paid 
was to be determined by an appraiser 
selected by the widow and surviving part- 
ner. 

When we made these wills the plan 
seemed an excellent one, but my experience 
since my partner’s death has shown me the 
many difficulties attending the operation of 
such a plan. 

For tax returns, first came Henry’s in- 
come tax reports. If you think your own re- 
turns are trouble enough, as no doubt you 
do, try to make out reports for someone who 
is not available to answer questions. I was 
required to file no less than four income 
tax reports, two for the Federal authorities 
and two State returns. In each case one re- 
port covered the term preceding Henry’s 
death, while the other covered the period 
between the date of his death and the close 
of the year. 

Then there was the Federal Estate Tax. 
Did you ever file a Federal Estate Tax re- 
turn? There are only twenty-five pages to 
fill out! Need I say more? I had to make 
out a detailed valuation of the estate, item- 
izing all stocks, bonds, real estate and other 
property. This tax was due one year after 
the date of death and is a preferred claim 
upon an estate. Unless an executor is cer- 
tain of the total assets of an estate he is 
administering, he must be cautious about 
paying other claims until he can be assured 
of being able to meet this tax. 


To complete the list of tax reports there 
was the State Inheritance Tax, due one year 
after the date of the executor’s bond. The 
inventory filed by the appraiser and sworn 
to by the executor, is filed at the Probate 
Court within three months. A copy of this 
inventory is turned over by the Court to the 
Inheritance Tax Department. In this case 
this inventory and the Federal tax return 
could not be filed until the valuation of the 
business had been determined. And what a 
job that proved to be! 


Five years previously it would have been 
easy to have set a value upon the business. 
Between the book value and the statements 
of earnings for the preceding five years a 
definite valuation could readily have been 
determined. But this could not be done in 
1933. Book value meant nothing, after a few 
years of depression. There had been no 
earnings for three successive years. What 
appraiser could say what the future would 
bring? Who could determine with any de- 
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gree of accuracy what the goodwill of the 
business was worth? For in reality, that 
was the only element worthy of considera- 
tion. The value of the equipment for liqui- 
dation purposes was small and there were 
neither patents nor formulae. It was solely 
a question of what a half-interest in the 
goodwill was worth. 


The one man best able to set that value 
was myself and my lips were sealed. As ex- 
ecutor, it was my sworn duty to protect my 
late partner’s estate by obtaining as much 
as possible for his interest. In fairness to 
myself, I could not pay the estate more 
than I thought it worth. I had to guard 
against possible criticism by Mrs. Mann and 
even by the Court. I could but sit back and 
say nothing. 


The appraiser soon acknowledged his in- 
ability to settle the problem himself. He 
called upon three different men for advice. 
They did so and it was their figure. One 
was his banker and the other two were men- 
in the same line of business who operated 
plants of comparable size. Each of them 
went over the books and inspected the plant. 
Naturally, their opinions varied, so that 
finally they were asked to meet as a com- 
mittee and agree upon a figure, which the 
appraiser used. 


I thought the figure a bit high, but realiz- 
ing that my viewpoint might be prejudiced, 
made no objection. Bear in mind, I had no 
say in the matter and could make no official 
protest against the appraiser’s decision. I 
could refuse to buy the half interest at the 
price determined, but that was quite aside 
from my position as executor. As executor 
I accepted the appraiser’s figure and liked 
it—whether personally I liked it or not! 


Between worrying over the possibility of 
my not being able to take over my partner’s 
interest and wondering if I had transacted 
everything in the best interest of the estate, 
I did not have a free mind to devote to the 
proper care of my own affairs. 

Nearly two years had elapsed since my 
partner’s death before I was able to bring 
to a close my executorship of his estate. One 
of my last acts was to pay the bill for 
services rendered by Attorney B. It was a 
modest bill, far less than I had expected, 
for I had been running to him continuously 
for one thing or another and I considered 
his service invaluable to me. The appraiser 
likewise. submitted a bill for an amount 
which he certainly earned many times over. 
I was entitled to an executor’s fee, which, 
under the circumstances in which I had been 
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placed, I kept at a figure which just covered 
my actual expenses. 

As executor, I retained the books. I also 
retained something else—the experience. It 
might have been a more unpleasant one, for 
those familiar with fiduciary affairs tell me 
that I got out of it easy. But the task was 
sufficiently difficult to suit me. What always 
had irritated me, and always will, is the 
fact that it was so unnecessary. What 
Henry and I had considered such a splendid 
plan when we drew up our wills was an ex- 
cellent one in many respects. Had we 
availed ourselves of expert advice at the 
time, we could have made provision for 
carrying out our wishes more efficiently and 
without loading upon the survivor all the 
work and responsibilities which were thrust 
upon me. 

I have learned a lot about how to admin- 
ister an estate, although I realize that even 
now I know comparatively little. But I did 
learn enough, long before I closed the books 
of this estate, to make changes in my own 
affairs. I changed several clauses in my will 
and one of the changes was to name the 
Trust Company as my executor. 

I know now how much better it would 
have been had Henry and I each named the 
bank as our executor. If this story of my 
experience induces others to place their 
affairs in expert hands, then it has served 
the purpose for which it was written. 


In the December, 1935, issue of Trust Companies 
a story of similar nature was carried under the 
title ‘“‘The Estate of Black,” citing events from 
a series of actual cases woven into the experiences 
of an individual executor. 


In a Dead Man’s Shoes 


Within the walls of a trust company are 
many stirring tales of death and life, suf- 
fering and happiness. To loosen these nar- 
ratives would go far in overcoming the 
general conception of “cold, heartless cor- 
poration.” There are perhaps no corpora- 
tions that have such intimate relationships 
and understandings with their customers as 
a corporate fiduciary. 

Generally speaking these human interest 
stories are kept silent but we find one in 
“Reflections,” the booklet issued regularly 
by the California Trust Company, Los 
Angeles. 

The above title is not the most cheerful 
one could find, but this story is not one of 
cheer, rather of a trust company feeling as 
any human being would under the circum- 
stances. 
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Below is reprinted the text that followed 
“In A Dead Man’s Shoes.” 


“Sometimes the thought of occupying a 
dead man’s shoes is not overly pleasant. We 
are happy, however, to occupy this position 
in the case of one of our clients, for it is 
mercy to a gentle old lady who hasn’t many 
more months to live. 


“Her husband was a Los Angeles business 
pioneer whose activities dated back to pueblo 
days. Both were well beyond the allotted 
span when we were called in to serve them. 
In the aristocratic old family home which 
once was a show place, but now is surround- 
ed by used car lots and dilapidated small 
business houses of various kinds, he oc- 
cupied one suite of rooms, with a retinue of 
servants, and she was similarly established 
in another part of the house. Both were bed 
ridden and kept in touch with one another 
only through their faithful retainers. 

“When we were called in we found an 
income of two thousand per month from 
various real estate investments, but, as was 
to be expected, a generally unsatisfactory 
state of affairs because there had been no 
one with experience to look after the estate. 
A large safe in the garage contained a life- 
time’s accumulation of valuable papers, 
some of which went back to the time when 
Spanish was an official language of the 
pueblo. There were also thousands of re- 
ceipts and letters, statements, invoices, and 
so forth, of no value; but we had to wade 
through all of them, and it was well that 
we did so, for we found several old deeds 
and releases of mortgages which had not 
been recorded. 

“The husband lived for only three months 
after the trust was executed. During this 
time we surrounded him with every pos- 
sible care and comfort, checked with house- 
keeper, nurses, houseboys and other helpers, 
and made his last hours more pleasant, we 
hope. Now we are carrying on for the 
widow. She doesn’t know that John is dead. 
Her doctor and the surviving members of 
the family insist that the news be kept 
from her. She is glad to believe that he must 
be better, for she doesn’t hear him coughing 
so often. Nobody has broken the news to her 
and no one will, for she will. be re-united 
with her partner of a half-century soon 
enough, and to tell her the truth would 
cause only needless pain and precipitate 
the end. 

So, as the actual head of this interesting 
household, we are quite content to occupy 
a dead man’s shoes .. . entirely confident 
that he would approve our merciful silence.” 





TRUST COMPANIES 


—— > 

TTA TTD Ss 

Industry’s Money for Industry 
... Not for Taxes 


The Equitable Trust Company of Wil- 
mington, Del., bases an aggressive appeal 
for business to become domiciled in their 
city and state on a recitation of pronounced 
tax advantages to business, industry and 
individuals, and invite inquiries on any 
phase of the subject. These attractive con- 
siderations are set forth in the following 
text of a newspaper advertisement: 

“A balanced budget a treasury 
surplus ... simplicity of government—have 
brought about a downward trend in Dela- 
ware’s already low taxation. 

“Delaware imposes no tax on industries 
for real estate, raw material, inventory, 
materials in manufacture, plant equipment 
and machinery, corporation incomes and 
loans, earnings and stock dividends. What 
few taxes this state does ask are con- 
spicuous because of their fairness and 
smallness. 

“This, together with Delaware’s broad 
corporation laws, makes it unusually at- 
tractive for companies, both foreign and 
domestic, that incorporate or move here. 

“It’s a state with foresight . . . which, 
in turn, draws business leaders of fore- 
sight.” 


Preserving All the Rest 


The necessary expense of transferring 
an estate from one generation to the next 
places an unusual strain upon the resources 
of most families. 

First come the inheritance taxes, de- 
manding ready money. Then come the ex- 
penses of administration—or collecting the 
assets of the estate; discharging its liabili- 
ties, past and present; carrying its remain- 
ing resources forward safely, and appor- 
tioning them among those who are to receive 
them. These things take money, too. 
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Often, in order to meet these obligations, 
the executor or the administrator has to 
sell valuable assets which the family would 
like to keep. Often, too, the business debts 
which a man leaves behind him force the 
sacrifice of valuable properties belonging 
to his estate. To prevent sacrifice, to sub- 
stitute ease for strain, is to increase very 
greatly the value of an estate. 

One way in which prudent men obtain 
this protection is through insurance upon 
their lives. They take out enough to cover 
all the inheritance taxes, all the expenses 
of administration and all their debts. Fre- 
quently they add enough to support their 
families while their estates are being re- 
organized to earn through investment. Thus 
they preserve and augment the property 
they leave behind them and make the com- 
fort of their families sure. 

There is a proper way to handle such in- 
surance. We cannot set it forth in detail 
here; but we have considered it—along 
with many other interesting things—in our * 
booklet, “Increasing the Value of Life In- 
surance Through the use of Trusts.” May 
we send it to you? 


Text of a folder issued by The Bank of Cali- 
fornia, San Francisco. 


Second Session of Graduate School of 
Banking 


Four hundred bank and trust company 
officials from 233 towns and cities in forty 
states and Puerto Rico have gathered at 
Rutgers University in New Brunswick, N. 
J., to further their knowledge of banking 
and trust legal and managerial work. 

Two hundred of these students are in 
their second resident session. 

This advanced college classwork is held 
under the auspices of Rutgers University 
and the American Bankers’ Association. The 
1936 Graduate School of Banking is the 
second summer term of what is proposed to 
be a three successive year course. The en- 
thusiasm and diligence with which these 
facilities have been accepted by bankers 
from all parts of the nation is indicative 
of the spirit of conscientious service in 
which the banker regards his position. 


“The sole basis of credit is profit. We 
must see to it that business makes a profit. 
Federal Government is now on a credit basis 
and business is on a cash basis. This is ex- 
actly the opposite of what it should be.” 


Morris Tremaine, Controller of the State of New 
York. 





Wills Recently Probated 


James M. Beck 
Former Solicitor General of United States 


James M. Beck, Solicitor General of the 
United States under Presidents Harding 
and Coolidge, one of the nation’s foremost 
constitutional lawyers, named the Girard 
Trust Company, Philadelphia, in his will 
as executor of his estate. 

Mr. Beck served in the Congress of the 
United States for many years. His activi- 
ties in the American Liberty League, of 
which he was a founder, is his most recent 
activity of national prominence, serving on 
the League’s national advisory council. As 
an author he was well known for his many 
works on social and legal problems. 


Dr. Henry Harlow Brooks 


Diagnostician and Physician 


Under the terms of the will of Dr. Henry 
Harlow Brooks the Irving Trust Company, 
New York, was appointed trustee and con- 
tingent executor of his estate. 

Dr. Brooks, one of the most eminent 
diagnosticians and consulting physicians of 
the country, was known among the members 
of his own profession as the “beloved 
physician.” His associates said there was 
no doubt he was in greater demand as a 
consultant than anyone else engaged in 
the practice of medicine in the United 
States. Death was due, strangely enough, 
to an infection caused by Welch’s facillus, 
which he helped to discover forty years ago. 

An ardent military enthusiast, Dr. 
Brooks was a Colonel in the United States 
Reserve Corps. He served in two wars and 
received the distinguished service medal. 


John U. Lloyd 
Writer and Scientist 


The Atlas National Bank of Cincinnati 
was appointed executor and trustee of the 
estate of the late John Uri Lloyd. 

Mr. Lloyd was versatile as a writer, con- 
tributing many works on the technical 
aspects of chemistry and pharmaceutical 
subjects. Although primarily a scientist, he 
gained wide popularity as a fiction and 
semi-fiction writer. His “Stringtown on the 
Pike” enjoyed a nation-wide success. 

He was a former president of Eclectic 
Medical Institute and of the American 
Pharmaceutical Association. From the lat- 


ter he received four honorary medals for 
research in colloidal chemistry. Mr. Lloyd 
holds four honorary Doctors degrees. 


Z. Marshall Crane 
Paper Manufacturer 


Zenas Marshall Crane named the Pitts- 
field Third National Bank and Trust 
Company, Pittsfield, Massachusetts, as co- 
executor in his will. 

According to the executor’s bond filed, 
the estate is valued at $5,200,000. Mr. 
Crane first became associated with the 
paper industry when he joined the Dalton 
paper manufacturing industry established 
by his great grandfather. He was president 
of the Z. & W. M. Crane Company and 
vice president of Crane & Co., paper manu- 
facturers of Dalton, Mass., which has for 
a great many years, furnished the paper 
stock which is used by the Treasury for 
currency. 

He was a member of the board of di- 
rectors of the Boston and Albany Railroad 
and of the Berkshire Life Insurance Com- 
pany of which he was also a member of the 
finance committee. 


Dr. John Ridlon 
Surgeon and Professor 


Under the terms of the will of the late 
Dr. John Ridlon, the Aquidneck National 
Bank of Newport, Rhode Island, was 
named executor and trustee of his estate. 

Dr. Ridlon was a pioneer in orthopedic 
surgery and was particularly noted for the 
bloodless operation for reduction of the 
congenital dislocation of the hip which he‘ 
perfected thirty years ago. 

He was professor of Orthopedic Surgery 
and head of this department at North- 
western University in 1892-1908, and held 
a similar professorship in the Chicago Post- 
Graduate Medical School in 1892-93, the 
Northwestern Woman’s Medical School in 
1898-1902 and the Rush Medical College, 
1909-12. 


John T. Hillhouse 
Research Engineer 
The Bankers Trust Company, New York, 
was named as executor in the will of John 
Ten Eyck Hillhouse. 
Mr. Hillhouse was a research engineer 
of the Western Electric Company and was 
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one of the few research workers allowed 
full leeway by the company. Some of his 
contributions to the radio, television and 
the gas engine have been appraised as being 
a notable factor in the development of that 
science. 


Felix F. Feist 
Film Executive 


Felix F. Feist, general manager in charge 
of sales and distribution for the Metro- 
Goldwyn-Mayer motion picture production 
concern, named the Corn Exchange Bank 
Trust Company, New York, as co-executor 
and co-trustee of his estate. 

Mr. Feist entered the motion picture field 
in 1907, and was successively president of 
the Celebrated Players Film Corporation; 
general manager and secretary of the 
Equitable Pictures Corporation, which later 
merged with the World Film Corporation; 
director of sales and distribution of the 
Goldwyn Distributing Corporation, and in 
1925 he was appointed to the post he held at 
MGM at the time of his death. 


Wills in Sand 


The strange law enacted by the Bolivian 
Government providing for the legal accep- 
tance of wills written by soldiers in sand, 
earth or stone during time of war, was prob- 
ably due to the enormous number of fatali- 
ties suffered by her soldiers in their inter- 
mittent guerrilla warfare with Paraguay’s 
forces in the Gran Chaco—“The Green Hell.” 

Here, fighting in a roving, loosely organ- 
ized manner, the various military units were 
often cut off completely from any means of 
communication and, lacking writing mate- 
rials, it was essential that some way of 
settling the affairs of dying soldiers be ar- 
ranged. Two witnesses must be present to 
testify as to the provisions of the deceased. 

Courtesy Strange As It Seems—by John Hix— 

MeNaught Syndicate, Ine. 


The Way of a Will 


In the year 1797 an Irish brewer died 
leaving assets of about 20 cents on the 
dollar. In the year 1900 it was discovered 
that a small sum invested by the court at 
the time as too small for distribution had 
by the accumulation of interest in the 100 
odd years, developed into four figures. 

Four generations of creditors had been 
waiting patiently and hopefully for that 
grand day. There was enough to pay off all 
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debts, and leave enough over for the law- 
yers also. And, strange to say, there was a 
claimant in 1900 for every penny due in 
1797. 

e.hU0©° os 

The will of Mrs. Helen E. Kay, filed for 
probate in Queens Surrogate’s Court, New 
York, directed that her husband is to receive 
the income from her property providing he 
does not remarry, adding, “I don’t propose 
to have any other woman aside from my 
daughter benefiting from the years of hard 
work and worry I have had.” 

e® ee @ 

This time it’s a Maryland dog. Having 
reported trust funds for dogs in New York 
and Arkansas, Maryland now comes through 
with a doggy beneficiary, purportedly the 
only one in the state. 

A trust fund for “Lady,” provided for a 
$25 a month income. Recently Lady died 
and in accordance with instructions a tomb- 
stone will be erected over the grave by the 
trust company. The funeral was attended 
by an officer of the Fidelity Trust Company 
of Baltimore, the trustees. 


Double Liability on Bank Stocks 
Repealed in New York 


During the closing hours of the New York 
state legislature the Stephens bill repeal- 
ing double liability on State bank and trust 
company stockholders was passed and signed 
by the Governor, effective July 1, 1937. How- 
ever, to make the act effective, the banks 
must advertise notice in a newspaper not 
less than six months prior thereto. 

The act requires, however, the building up 
and maintenance of a surplus fund equal 
to 10% of capital and gives the Banking 
Board power to compel the building up and 
maintenance of combined capital, surplus 
and undivided profits of 10% of deposits. 

When a bank surplus fund is less than 
65% of its capital, 10% or as much as is 
needed shall be credited to it from net earn- 
ings before dividends are declared. 

When the combined capital, surplus and 
undivided profits do not equal 10% of net 
deposit liabilities the law provides: “The 
Banking Board may in its discretion require 
such a bank at the close of each dividend 
period to credit its surplus fund with a por- 
tion of its net earnings for such period, not 
to exceed ten per centum thereof, until this 
combined capital, surplus fund and undi- 
vided profits equal ten per centum of its 
net deposit liabilities.” 








Prize Winning Letter on Meeting Estate Problem 


The following letter is in answer to 
an estate problem submitted by the Val- 
ley National Bank, Phoenix, to the senior 
law student of the University of Arizona. 
A cash prize of $50 was awarded to the 
author, James R. Wyatt. 


Tucson, Arizona 
April 15, 1936. 
Mr. A. Goodman 
c/o Valley National Bank 
Tucson, Arizona 
Dear Mr. Goodman: 

The modern estate plan has a three-fold 
objective, viz., to reduce transfer loss, liqui- 
dation loss and management loss to a min- 
imum. 

I submit the following suggestions and 


recommendations as to the most effective, 


practical and advantageous plan or method 
of solving your estate problems. 

First, create a revocable living trust of as 
large a portion of your estate as you can 
conveniently set apart at the present time; 
and add to this trust from time to time as 
you are able, during the remainder of your 
life. 

The advantages of a living trust are many. 
It enables one to make a business venture 
without jeopardizing his entire estate. (This 
is true even of a revocable living trust. It 
has been held that an unexercised power of 
revocation does not, of itself, render the trust 
estate subject to the creditors of the crea- 
tor of the trust, Jones v. Clifton, 101 U. S. 
225.) 

Since the property you place in your liv- 
ing trust is transferred while you are living, 
it is not, at your death, subject to transfer 
shrinkage or loss, i.e., to expenses of admin- 
istration, court costs, executor’s and at- 
torney’s fees, etc. (Statistics show that 
transfer loss consumes from 13% to 25% of 
representative estates.) 

On matters of investment you have the 
advantage of the collective judgment of the 
experienced officers of your Trustee, and by 
observing the manner and methods used by 
your Trustee in carrying out its duties under 
the living trust, you will appreciate the serv- 
ices it will render as Executor-Trustee of 
your entire estate after your death. 

All of your property, having been acquired 
since your marriage, is community property, 
and an undivided one-half interest therein 
belongs to your wife. Although you, her 
husband, are the agent of the community as 


to the disposition of the personal property 
of the community, you cannot give it away 
without the consent of your wife. Since your 
wife also desires to make this disposition of 
the property, she should, to evidence her 
consent, join in the execution of the trust 
agreement. 

If you desire to place any real property 
in your living trust, the deed must be signed 
and acknowledged by both yourself and 
your wife, ard a copy of the trust agreement 
should be rec »rded with the deed. 

You should reserve the right to revoke 
the living trust, in whole or in part, with 
the consent of your wife, but provide that 
upon your decease, the trust should become 
irrevocable. If the settlor of a trust fails to 
reserve the right to revoke, and minors are 
beneficiaries, or adult beneficiaries will not 
agree to a desired change, the settlor cannot 
alter or revoke the trust agreement. 

You may have the income from the living 
trust payable to yourself during your life, 
and, upon your decease, payable to the vari- 
ous trusts as provided in your trust agree- 
ment. 

Congress, by joint resolution, enacted the 
March 3, 1931, Amendment to the Revenue 
Act of 1926, providing for the inclusion 
under the federal estate tax of inter vivos 
transfers in trust where the settlor reserved 
a life income. If the settlor of an irrevoc- 
able trust retains no present or future in- 
terest, vested or contingent, in either the 
income or the corpus thereof, the property 
in trust does not fall within the present 
terms of the estate tax, even though the 
corpus is to be distributed at or after the 
settlor’s death. However, irrevocable trans- 
fers of present or future interests in prop- 
erty are taxable under the gift tax; and 
since the present gift tax rate is computed 
on a cumulative basis which measurably 
approaches the estate and income tax rates, 
the slight advantage in tax saving resulting 
from creating an irrevocable living trust 
wherein the settlor retains no present or 
future interest in the corpus or income 
therefrom, is greatly offset by the advan- 
tages of a revocable trust wherein the settlor 
may reserve a life income. 

Since you wish your oldest son, John, to 
have $10,000 worth of your Radio Corpora- 
tion of America stock outright, you should 
place at least this amount of this stock in 
your living trust, reserve the income there- 
from to yourself for life, and provide that 
at your death your Trustee shall transfer 
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the said amount of stock to your son John. 
In transferring stock to your Trustee, the 
companies in which you hold the stock 
should be notified to make the transfers on 
their books. 

Second, place your life insurance in trust. 
Have the beneficiary of your life insurance 
policy changed from your wife to your 
Trustee, the Valley National Bank at Tuc- 
son, and give your Trustee authority to pay 
the premiums on the policy out of the in- 
come from the property held in your living 
trust. 

A proper change in designation of the 
beneficiary upon the insurance policy must 
be obtained. Up to the present time the 
practice of life insurance companies in this 
matter has not been uniform. The majority 
of the insurance companies hold that the 
beneficiary should be described as, “Trustee 
under agreement made by .............-+- 
dated the day of 1936.” 
However, your insurance company should 
be notified of the desired change of bene- 
ficiary, and the change made in conformity 
with their requirements. The Trustee should 
be made the new beneficiary (the policy 
should not be assigned to the Trustee), and 
the trust agreement should provide that you, 
the settlor, reserve the right, without the con- 
sent or joinder of any person except your 
wife, to change the beneficiary by written 
notice to the Trustee. In so changing the 
beneficiary from time to time the insured 
does not convey his interest in the policy 
(as he would in the case of an assignment), 
but merely exercises a contract power of 
appointment. 

A policy of insurance issued upon the 
life of a husband, after converture, pre- 
miums upon which are paid from community 
funds, is a community asset, and the hus- 
band cannot, without the consent of the 
wife, bestow upon a new beneficiary the 
community interest of the wife. Your wife, 
then, must join in the request to the insur- 
ance company for the change of beneficiary, 
as well as in the establishment of the living 
trust. 

By placing your life insurance in trust 
you avoid liquidation loss, i.e., loss result- 
ing from shrinkage of an estate due to sacri- 
fice of properties to raise ready money to pay 
the charges against the estate, such as debts 
of decedent, taxes, administration expenses, 
executor’s and attorney’s fees, etc., which 
must be paid within a limited time, in cash. 
Liquidation loss results from the fact that 
the avearge estate does not contain the 
necessary cash (from 13% to 25% of the 
gross estate) to meet these charges. 


eeereee UAY UL «eee eeenvnnny 
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To avoid this liquidation loss, authorize 
(do not direct) your Trustee to purchase 
from the executor of your general estate, 
properties or securities belonging to the 
estate. Such investments, without this 
authority, would not be legal investments 
for trust funds. You may also authorize 
your Trustee to make loans to your general 
estate at the request of your executor. 

The rules against perpetuities and accu- 
mulations are the fruits of judicial inge- 
nuity in frustrating attempts to tie up prop- 
erty for an unreasonable length of time. A 
private trust may last only during the lives 
of two persons in being at the time of the 
commencement of the trust plus 21 years 
thereafter. However, in calculating the 
period of perpetuities, the courts have 
wisely excluded that period during which 
the property was subject to the absolute 
control of a single person. Hence, where the 
trustee is beneficiary under a policy insur- 
ing the life of the settlor, and the settlor 
reserves the right to change the beneficiary, 
the settlor is in absolute control of the 
policy during his lifetime, and this period 
will be disregarded. Also, as to the living 
trust, where the settlor reserves the right 
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to revoke it in whole or in part, the period 
of the life of the settlor will not be included 
in computing the time during which the 
trust may continue. Therefore the living 
trust, which includes your life insurance 
policy, may continue as long as your testa- 
mentary trust, which you establish by your 
will. 

Third, provide by will for the creation 
of a testamentary trust of the residue of 
your estate, to be correlated with your liv- 
ing trust, your whole estate eventually to 
be administered as a unit by your Executor- 
Trustee. 

The bulk of your estate will, of course, 
pass by your will. By placing your estate in 
trust and providing that the income there- 
from shall go to your wife and children, 
and, after their death, the corpus of the 
estate be distributed to your grandchildren, 
you avoid transfer shrinkage by reducing 
the number of transfers of the property 
which would otherwise result before the 
property should come to your grandchildren, 
and at the same time you give the benefits 
of your estate to your wife and children. 

There is, of course, no transfer shrink- 
age at the time the Trustee turns over the 
estate to the grandchildren, this being an 
inter vivos transfer. 

You also avoid management loss which 
may result from the division of the estate 
and the ownership thereof, and from lack 
of business and investment experience of 
the owners of the various portions of the 
estate. 

Since all of your property is community 
property, only one-half thereof is subject 
to testamentary disposition by yourself. The 
other undivided one-half belongs to your 
wife. Inasmuch as your wife wishes all of 
the community property to be used in the 
establishment of these trusts she may, in 
consideration of the many benefits accruing 
to her, waive her community interest, that 
is she may give you power to dispose of the 
entire community estate by your will in the 
establishment of the said trust, she, of 
course, reserving the right to revoke the 
power at any time before your death. 

I enclose herewith the instruments neces- 
sary to carry my recommendations into 
effect insofar as your general estate is con- 
cerned, i.e., a living trust agreement and a 
clause for your will setting up a correlated 
testamentary trust of your residuary estate. 
I enclose also an agreement to be signed 
and acknowledged by your wife, giving you 
power to dispose of all of the community 
property by your will in the establishment 
of the said trust. I would suggest that you 
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leave your will in the safe-keeping of your 
Executor-Trustee, the Valley National 
Bank of Tucson. 
Yours very truly, 
(Signed) James R. Wyatt 





Half Million Lawyers’ Fee in Tobacco 
Estate 


Attorneys for Anne Cannon Reynolds 2d 
were allowed a minimum of $500,000 coun- 
sel fees for representing her in the litiga- 
tion over the estate of her late father, Smith 
Reynolds, tobacco heir. Judge Clayton 
Moore, Winston-Salem, N. C., signed on or- 
der fixing the fee at 5 per cent of the child’s 
share in the estate, naming $500,000 as the 
minimum. 

The Cabarrus Bank and Trust Company, 
Concord, N. C., co-guardian of the child, 
gave notice it would appeal. Attorneys for 
Christopher Smith Reynolds, son of Rey- 
nolds by his second marriage to Libby Hol- 
man, were recently allowed a fee of 15 per 
cent of the child’s share of the estate, 
estimated at more than $7,000,000. 

The Safe Deposit & Trust Company of 
Baltimore, Md., has been appointed guard- 
ian of Christopher Smith Reynolds, three 
year old son of Libby Holman Reynolds. 
The appointment, made at the request of 
Mrs. Reynolds, in the Orphan’s Court of 
Baltimore, is said to be the largest guard- 
ianship for a minor ever to be brought be- 
fore the tribunal. 





Women’s Wealth 


Much has been said and written lately 
about the woman’s share in _ business 
Frazier Jelke & Co. recently reported that 
in 27 representative companies 1,766,298, 
or 48 per cent. of the stockholders are 
women. Women own approximately 56 per 
cent. of American Telephone & Telegraph 
Company’s 7,500,000 shares of stock. In 
United States Steel they are almost as 
numerous as men, while General Motors 
stockholders are divided in the ratio of 53 
per cent. men and 47 per cent. women. 
Among railroads, Illinois Central reports 
only 47 more men than women as owners 
of its preferred and common stocks. 





Ruth von Roeschlaub, librarian of the 
Central Hanover Bank & Trust Company, 
New York, was elected chairman of the 
financial group of the Special Libraries 
Association, at their recent convention. 





Personnel Changes in Trust Institutions 





ALABAMA 

Anniston—John F. Williams has been 
chosen president of the Anniston National 
Bank and assumed his new duties on June 1. 
He was at one time cashier of the Commer- 
cial National Bank of Anniston. C. A. 
Hamilton, retired president of the Anniston 
National Bank, gave up his position because 
of ill health. 


ARIZONA 
Phoenix—R. A. Becker, formerly assistant 
trust officer of First National Bank of Ari- 
zona, has been promoted to an assistant vice 
presidency of that institution. 


CALIFORNIA 

Los Angeles—Several staff promotions 
have been announced by the Security-First 
National Bank of Los Angeles. J. A. Barton 
has been made manager of the bank’s new 
branch in San Marino; Louis C. Huseman 
was appointed manager of the Lompoc 
branch, and Howard E. Hutton was pro- 
moted to manager of the Compton branch. 


FLORIDA 

Orlando—N. Addison Baker has been 
elected president of the Florida Bank, suc- 
ceeding Willard Hamilton, resigned. Mr. 
Baker was formerly vice president of the 
Florida National Bank & Trust Company in 
Miami. 

GEORGIA 

Augusta—Lee S. Trimble, vice president 
and cashier of the Georgia Railroad Bank 
& Trust Company has resigned his position 
to become vice president and manager of 
the Macon Chamber of Commerce. He has 
also resigned as president of the Georgia 
Bankers Association, and it is expected that 
H. Lane Young, executive vice president of 
the Citizens & Southern National Bank of 
Atlanta, will succeed him as head of the 
association. 

Augusta—Robert C. Bailie, Jr., formerly 
assistant cashier and assistant trust officer 
of the National Exchange Bank has been 
elected vice president and trust officer. Mr. 
Bailie is past president of the Augusta 
chapter of the A. I. B. 


ILLINOIS 


Chicago—Howard O. Edmonds recently 
observed his 40th year with the Northern 
Trust Company. He became associated with 
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the bank in 1896 and since 1910 has been 
executive vice president of the trust depart- 
ment. 

Moline—B. H. Wood, formerly cashier, 
was recently elected vice president of Mo- 
line National Bank. C. L. Wind, formerly 
comptroller, was promoted to cashier. 


KANSAS 
Phillipsburg—Karl Smith has been elected 
president of the First National Bank, suc- 
ceeding W. D. Womer who resigned as pres- 
ident and director. Mr. Womer had been 
identified with the bank since 1905. 


KENTUCKY 
Scottsville—William A. Read, director of 
Farmers National Bank for thirteen years, 
was recently elected president of that insti- 
tution, to succeed the late Arthur Hobdy, Sr. 


MASSACHUSETTS 
Provincetown—Horace F. Hallett, former- 
ly trust officer, vice president and cashier 
of the First National Bank has been elected 
president, succeeding the late J. A. Mathe- 
son. William T. Mayo, formerly an assistant 
cashier, is advanced to the cashiership. 


MICHIGAN 
Battle Creek—Glenn O. Hoffhines, for 14 
years with the Harris Trust & Savings 
Bank, in Chicago, has been elected cashier 
and a director of the City National Bank & 
Trust Company. 


MISSOURI 

Pine Lawn—Douglas W. Dodds, has been 
chosen president of the Pine Lawn Bank, 
succeeding Arthur Pierce. Mr. Pierce has 
been acting president for the past two years, 
following the death of John B. Elliott, who 
organized the bank in 1920. Mr. Dodd was 
formerly National Bank examiner of St. 
Louis. 


NEW JERSEY 
East Orange—Herman E. Willer, presi- 
dent of the Savings Investment and Trust 
Company for the last year and a half, will 
assume the duties of chairman when the by- 
laws of the bank are changed in July. Mr. 
Harry H. Thomas, who is resigning as chair- 
man to devote his entire time to business 
interests, has been associated with the bank 
since 1916, becoming president in 1918 and 

chairman of the board last year. 
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Jersey City—Edward R. Lee has been pro- 
moted to assistant secretary of the Com- 
mercial Trust Company of New Jersey. He 
has been connected with the institution for 
the last 35 years. 


NEW YORK 


Lawrence—Robert I. Hamill has resigned 
as chairman of the board of the Lawrence- 
Cedarhurst Bank, but will continue as a di- 
rector. Joseph S. Hewlett, formerly presi- 
dent of the bank was elected chairman of 
the board, and Douglas W. Morgan, former- 
ly executive vice president and cashier, was 
made president. Clayton L. Seaman, former- 
ly assistant cashier, has been appointed 
cashier. 

New York—Joseph J. Larkin, who has 
been in charge of the Chase Bank branches 
in Paris, has joined the staff of the Chase 
National Bank as a vice president. Mr. Lar- 


kin has been identified with American bank- | 


ing and travel bureaus in Paris for more 
than 20 years, as general manager of the 
American Express office and as an official 
of the Equitable Trust Company Paris office 
from 1924 until 1930, when the Chase Bank 
was organized to carry on the business of 
several of the overseas branches or affiliates 
of the Equitable Trust Company. He is 
succeeded by John F. Schmid, a vice presi- 
dent of the company since 1931, who has 
had long experience in foreign banking de- 
partments. 


New York—The Chemical Bank & Trust 
Company has announced on June 1 that the 
Chicago office of the bank will be under the 
supervision of Huntington M. Turner, assis- 
tant secretary. Mr. Turner has been con- 
nected with the Chemical Bank & Trust 
Company since 1928, and for the past three 
years has been their representative in Min- 
nesota, Michigan, Illinois and Wisconsin. 

New York—Edwin Van Pelt has been ap- 
pointed assistant vice president of the Con- 
tinental Bank & Trust Company. He will 
serve as both contact and loaning officer at 
their Seventh Avenue branch office. 

New York—The Empire Trust Company 
has appointed William R. Shipway as as- 
sistant vice president, in charge of their re- 
cently established clearance department. 

New York—Herman G. Hoffheimer has 
been appointed assistant vice president of 
the Trust Company of North America. 

New York—The Manufacturers Trust 
Company has announced the appointment of 
Walter R. Miller of the Brooklyn office as 
an assistant secretary. 
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New York—Guaranty Trust Company of 
New York announces the appointment of A. 
Nye Van Vleck as vice president of the 
personal trust department. A graduate of 
George Washington University Law School, 
he joined Guaranty Trust in 1919, after 
practicing law in Washington, D. C. Mr. 
Van Vleck has been active in studies and 
analyses of trust legislation and served as 
trust officer in the personal trust depart- 
ment prior to his election as vice president. 
Mr. Robert A. Jones, who succeeds Mr. Van 
Vleck as personal trust officer, advancing 
from assistant trust officer, is a graduate of 
Colgate and Harvard Law School, and 
came to Guaranty Trust after being asso- 
ciated with the low firms of Larkin, Rath- 
bone & Perry and Davis, Polk, Wardwell, 
Gardiner & Reed in New York City. 

New York—Herbert M. Olney has been 
elected vice president of Sterling National 
Bank & Trust Company in charge of the 
trust department, located at the 42nd Street 
and Lexington Avenue office. Mr. Olney was 
previously trust officer in charge of the 
trust department of Underwriters Trust 
Company, and has long been active in trust 
educational activities of the A. I. B. 

New York—Frederick Foster de Rham, 
vice president and trust officer of the Fulton 
Trust Company was elected a director at 
the last meeting of the board of directors. 

Poughkeepsie—At the regular meeting of 
the board of directors of the Fallkill Na- 
tional Bank & Trust Company, Hon. John 
E. Mack was elected vice president to suc- 
ceed Arthur G. Smith, who died on May 6. 
Judge Mack was admitted to the bar in 
1896 and has been active in legal and po- 
litical circles in the state. He has been 
closely identified with President Roosevelt’s 
career, and nominated him for president at 
Chicago in 1932. Judge Mack has been a 
director of the bank for many years. 

Rockville Centre—George D. A. Combes, 
a director of the bank of Rockville Centre 
Trust Company, has been elected president 
of that institution. He succeeds the late Dr. 
Frank T. Delano. 

NORTH CAROLINA 

High Point—Robert A. McPheeters, for 
the past seven years assistant trust officer 
of the High Point Branch of the Wachovia 
Bank & Trust Company has resigned his 
position, to become associated with the Cen- 
tral National Bank of Richmond. John P. 
Bolt, who has been head of the trust de- 
partment of the Wachovia Bank & Trust 
Company at Salisbury will succeed Mr. Mc- 
Pheeters at High Point. 
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Greensboro—W. W. Woodley, Jr., former- 
ly assistant cashier of the Security National 
Bank, has been chosen a vice president, to 
have charge of Security National’s new 
branch at Burlington, which will be opened 
about July 1. Lawrence Parsons was named 
as assistant cashier in the main office at 
Greensboro, Chester A. Eaton succeeding 
Mr. Parsons as auditor. 

Raleigh—Emil Rosenthal, assistant trust 
officer of the Wachovia Bank & Trust Com- 
pany has resigned his position, effective 
July 1, to devote his entire time to business 
interests. 


OHIO 


Akron—Charles W. Enyart, has been 
elected president of the new First-Central 
Trust Company, succeeding the late John 
R. Eckler, whose death occurred two months 
ago. Mr. Enyart was born in, Iowa and 
started his career in his father’s bank, from 
which he joined the Iowa State Banking De- 
partment. In 1926 he became director of all 
liquidation in the states and in 1930 became 
executive vice president of the Valley Sav- 
ings Bank of Des Moines. In 1933 Mr. En- 
yart became assistant liquidator of the 
Guardian Trust Company in Cleveland, re- 
maining there until 1935, when he came to 


Akron to liquidate the old First-Central 
Trust Company. , 
Steubenville—Charles M. Barger, who has 
been vice president of the Peoples National 
Bank has been elected cashier of the insti- 


tution, to succeed ‘the late Latimer C. 
Grimes. Mr. Barger’s present position is 
vice president and cashier. He has been ac- 
tive in the banking business in Steubenville 
for the past eighteen years, and previous 
to that time was cashier of the Miners and 
Merchants Bank of Smithfield. 


PENNSYLVANIA 

Philadelphia—Warren R. Humphreys re- 
cently resigned as vice president of the In- 
tegrity Trust Company. He had been asso- 
ciated with banking institutions of this city 
for the past 38 years. Mr. Humphreys has 
joined the National Fire Insurance Com- 
pany of Germantown, Pa., as treasurer and 
assumed his new duties on June 15. 


Scranton—George L. Peck, formerly vice 
president of the Pennsylvania Trust Com- 
pany has succeeded Morgan. Thomas as 
president of the institution. Mr. Thomas, 
who has retired from active business, has 
been president of the bank since its organ- 
ization in 1931. Dr. J. Norman White has 
been elected a vice president. 


657 


Pittsburgh—H. Warren Edwards has been 
elected a_ trust 
officer of the Fi- 
delity Trust 
Company. Mr. 
Edwards entered 
the employ of 
the Fidelity in 
1904, was made 
assistant auditor 
for the trust de- 
partment in 1923 
and in 1929 was 
named assistant 
trust officer. 

Pittsburgh — 
Kenneth Buffing- 
ton, vice presi- 
dent in charge 
of trusts of the 
Colonial Trust Company has announced his 
resignation, to become effective August 1. 
Mr. Buffington joined the Colonial Trust, 
Company in 1926 as trust officer. He plans 
to return to the general practice of law. 

Williamsport—The board of directors of 
the West Branch Bank and Trust Company 
has announced the promotion of Walter A. 
Nicholson to the position of real estate 
officer, in charge of all real estate being 
administered by the bank. 


H. Warren Edwards 


TEXAS 

Dallas—Tucker Royall, president of the 
Royall National Bank of Palestine, has been 
elected chairman of the board of directors 
of the First National Bank, to succeed the 
late R. H. Stewart. He has served the bank 
as a director for more than 20 years. R. H. 
Stewart, Jr., has been elected a director. 

Galveston—John B. Mills has been pro- 
moted to the office of vice president of the 
W. L. Moody & Co. Bank. He joined the 
bank in 1914 and has been cashier since 
1923. Neal Butler, formerly cashier of the 
Commercial National Bank of Beeville has 
been named to succeed Mr. Mills as cashier. 


UTAH 
Salt Lake City—F. M. Michelsen, former- 
ly cashier-secretary of the Utah Savings & 
Trust Company, has been made a vice-pres- 
ident, and D. E. Judd, formerly assistant 
cashier, has been advanced to the position 
of cashier: 


VIRGINIA 
Madison—W. J. Gibson has been ap- 
pointed vice president and cashier of the 
State Bank of Madison, Inc. He was for- 
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merly auditor of the First National Bank of 
Charlottesville, and succeeds Shirley H. 
Smith who resigned to accept a position 
with the Shenandoah Bank & Trust Com- 
pany of Woodstock. 


WISCONSIN 


Milwaukee—Joseph L. McGrath, formerly 
assistant cashier of the Marshall & Isley 
Bank, has been elected a vice president of 
the institution, to succeed J. H. Daggett who 
resigned. Mr. Daggett will continue as a di- 
rector of the bank. 


Trust Institution Briefs 


Phoenix, Ariz.—The Valley National 
Bank has purchased the Bank of Wilcox and 
will operate it as a branch as soon as the 
stockholders approve the transfer. D. T. 
Milner, president of the Wilcox Bank, will 
act as manager. A branch bank has also 
been opened at Chandler under the manage- 
ment of Louis E. Holcomb, and this brings 
the number of offices operated by the Valley 
National Bank to a total of seventeen. 


Los Angeles, Cal.—Purchase of the con- 
trol of the California First National Bank 
of Long Beach by Trans-America Corpora- 
tion has been announced. L. M. Giannini, 
president of the Bank of America N. T. & S. 
A. states that present plans are to eventual- 
ly merge the California First National into 
the Bank of America system. 

Pomona—The First National Bank of 
Pomona has been granted supplemental 
trust powers by the Federal Reserve Board. 


Mishawaka, Ind.—At a recent stockhold- 
ers meeting, it was voted unanimously to ac- 
cept a plan for the further consolidation of 
Mishawaka’s three affiliated banking institu- 
tions, the First National, First Trust & 
Savings and North Side Trust & Savings 
banks. The new institution will be known 
as the First National Bank of Mishawaka. 


Des Moines, Ia.—The Des Moines Bank 
& Trust Company opened for business on 
June 1 in new quarters on Sixth Avenue. 
The bank was formerly the Euclid Avenue 
State Bank, located for the last eighteen 
years in Highland Park. Capital of the new 
bank will be $150,000, and George B. Jensen 
is president. 


Springvale, Me.—The Springvale Na- 
tional Bank was granted full trust powers 
on June 1. 
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Boston Trust Company Merger 


Boston, Mass.—The directors of the State 
Street Trust Company and The Union Trust 
Company of Boston have voted to merge, 
retaining the name of the former company. 
Charles Francis Adams, former Secretary 
of the Navy, a trustee and president of The 
Union Trust Company, will become active 
chairman of the board of directors of the 
State Street Trust Company, and will also 
serve as a member of the executive commit- 
tee and trust committee. William Holway 
Hill will become a vice president and will 
also serve as manager of the present Union 
Trust Company office at 24 Federal Street. 
Sheridan J. Thorup will be elected an assist- 
ant vice president and a trust officer, and 
will serve ex-officio on the trust committee. 
William N. Oedel will act as assistant vice 
president and Vincent Farnsworth and 
Norman W. Hall will become assistant trust 
officers. Allen Forbes, president of the 
State Street Trust Company will continue 
as president of the larger institution and 
other officers of the State Trust Company 
will remain the same. : 

The Union Trust Company office on Fed- 
eral Street will be operated as a branch of 
the State Street Trust Company, thereby 
offering to its clients the privilege of using 
either or both down-town offices. Stock- 
holders of the Union Trust Company will 
receive stock of the State Street Trust Com- 
pany, figured at $233 per share, the shares 
of the former having appraised, counting 
the good will, at $137.47 a share, the num- 
ber of new shares so issued will amount to 
5,900 shares. In addition to this issue, stock- 
holders of the State Street Trust Company 
will be asked to approve a further issue of 
3,000 shares, on a basis of one new share 
for every ten now held, at a price of $200 
per share. It is the belief of those interested 
in both banks that the merger will result 
in increased resources, and improved bank- 
ing facilities. 


Williamstown, Mass.—The Williamstown 
National Bank has been granted full trust 
powers by the Federal Reserve Board. 


Barrington, N. J—The Suburban Com- 
mercial Bank, with deposits of only $135,559 
on May 5, has been closed. Assets are suf- 
ficient to pay all depositors in full and when 
liquidation is complete, shareholders will 
receive a substantial payment on their 
stock. The bank’s business will be taken 
over by the Haddon Heights branch of the 
First Camden National Bank & Trust Com- 


pany. 
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Babylon, N. Y.—A special authorization 
issued July 15, 1926, to the Bank of Babylon 
to act as trustee, executor, administrator, 
registrar of stocks and bonds, guardians 
of estates, assignee, receiver and committee 
of estates of lunatics, has been revoked by 
the State Banking Department on applica- 
tion of the bank because of the discon- 
tinuance of its fiduciary business. 


Ithaca, N. Y.—Thompkins County Trust 
Company has filed an application to open 
a branch office in the village of Trumans- 
burg. This is not a new banking office, but 
is one at present occupied by the First 
National Bank. 


New York, N. Y.—Harvey D. Gibson, 
president of the Manufacturers Trust Com- 
pany, announced on May 29 a plan whereby 
the company proposed to issue 500,000 
shares of $20 par new preferred stock at 
$50 per share, plus accrued dividends for 
the purpose of retiring $25,000,000 of capi- 
tal notes sold to the Reconstruction Finance 
Corporation in November, 1933. The plan 
was approved at a special stockholders meet- 
ing on June 10. Stockholders also approved 
the proposal to increase the authorized 
common capital from 1,646,750 to 2,046,750 
shares, with the extra common reserved 
for conversion of the preferred. Approval 
was also given to apply for a perpetual 
charter to replace the present charter, 
which expires in 1955. 


New York, N. Y.—The Colonial Trust 
Company has moved its Fifth Avenue office 
to Fifth Avenue and 30th Street. It is 
under the management of John S. Everts. 


New York, N. Y.—Irving Trust Company 
has consolidated its Market & Fulton Street 
office with the Woolworth office, and busi- 
ness is being carried on at the Woolworth 
Building. 


Rochester, N. Y.—Union Trust Company, 
a unit of the Marine Midland Corporation 
has acquired the Wayne County Trust Com- 
pany of Palmyra. This is the second bank 
in Wayne County and the fourth in the 
Rochester area to be absorbed by the 
Rochester bank. It has capital assets of 
$350,000, deposits of $2,100,000 and re- 
sources of $2,500,000. The transaction was 
a cash purchase. 


Cincinnati, O.—George W. Williams, vice 
president of the Central Trust Company 
has returned to duties after an illness of 15 
months’ duration. 


East Pittsburgh—Stockholders of the 
East Pittsburgh Savings and Trust Com- 
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pany, member of the Millbank Group, have 
voted to become a member of the national 
system. Following conversion, which has al- 
ready been approved by the Comptroller 
of the Currency, the institution will be 
known as the First National Bank and 
Trust Company of East Pittsburgh. It will 
have a capital of $300,000; surplus of $300,- 
000; undivided profits of $75,000, and con- 
tingent reserve fund of $40,000. The present 
directors and officers will continue to serve 
the new institution in the same capacities. 


Pulaski, Va.—The Pulaski Trust Com- 
pany started commercial banking operations 
on June 8 with no change in its personnel. 
The company was organized in 1923 as a 
trust company, and chartered as a bank 
in 1926. H. W. Steger is president. 


Washington, D. C.—The resignation of. 
Charles E. Stuart as vice president of the 
Export-Import Bank has been accepted by 
R. Walton Moore, chairman of the board of 
trustees. Mr. Stuart tendered his resigna- 
tion in order to return to private business. 

In accepting the resignation Mr. Moore 
praised the services of Mr. Stuart, which, 
he said were rendered in a “fine patriotic 
spirit.” 


Public Trustee of England 


The twenty-eighth general report of the 
Public Trustee of England for the year end- 
ing March 31, 1936, reveals a surplus of 
£24,075, as compared with last year’s sur- 
plus of £29,773. The difference is attributed 
to increases in salaries, postage, telephones 
and the reserve for pensions. The salaries 
increase was accounted for by normal incre- 
ments of £4,680 and restoration of the bal- 
ance of the emergency abatements of salary 
which amounts to £3,150. 

New cases accepted during the year 
amounted to 971 as compared to 1,003 last 
year. Aggregate value of new business 
totalled £14,101,076, a gain of £57,497 over 
the previous year. About 59 per cent of the 
cases accepted were under £5,000 in value. 
The average value of trusteeship and execu- 
torships during the year was £10,399 and 
£19,452 respectively. 

Since 1908, the year the office was insti- 
tuted, to March 31, 1936, there have been 
33,156 cases accepted, of which 14,206 have 
been completely distributed. 








Corporate Fiduciaries Associations 





Chalfant Presents Figures Regarding Fiduciary Business and 
Makes Suggestions to Phoenix Trust Men 





The Corporate Fiduciaries Association of 
Phoenix, Arizona, held its regular Annual 
Meeting May 26, 1936, at which time the 
following officers were elected for the en- 
suing year: 

President—Robert A. Becker, trust officer, 
The First National Bank of Arizona. 

Vice-President—A. L. Clark, assistant 
trust officer, Valley National Bank. 

Secretary-Treasurer—Karl Miller, assist- 
ant trust officer, The First National Bank of 
Arizona. 

Executive Committee—C. E. Van Ness, 
president of Arizona Title Guarantee & 
Trust Company—term three years. 

Hold Over Members of Executive Com- 
mittee—Robert D. Walker, trust officer, The 
Phoenix Savings Bank and Trust Company 
—unexpired term one year. 

Louis J. Taylor, secretary and trust officer, 
Phoenix Title & Trust Company—unexpired 
term two years. 

The guest speaker of the evening was 
Paul S. Chalfant, vice president of The 
Purse Company. Mr. Chalfant said in part: 

“The present magnitude of corporate 
trust business challenges the highest degree 
of skill and detailed attention in manage- 
ment. Facts are too few, but I have just re- 
ceived from the Federal Reserve Board at 
Washington some statistics which will help 
approximate an answer to the question, 
‘What is the volume of trust assets under 
bank and trust company management?’ 

“The gross earnings of trust departments 
of member banks amounted to $59,658,000 in 
1933 and $70,994,000 in 1934. Correspond- 
ingly, national banks earned $21,840,000 and 
$25,545,000. We know national bank trust 
department assets were about 9 billion dol- 
lars in 1934. Since the earnings of all mem- 
ber bank trust departments are three times 
those of national banks, it is reasonable to 
assume that total assets are in the same 
ratio and with the addition of some large 
exclusive trust companies which may not be 
Federal Reserve members, it is safe to as- 
sume that Trust assets approximate 30 bil- 


lion dollars. Life insurance companies have 
23 billion dollars of admitted assets. 

“The investment portfolios of all national 
banks total only 10 billion dollars. Since 7 
billions of that amount is in government 
bonds as against a wide diversification of 
assets in trust accounts, it would seem im- 
perative that the management of trust insti- 
tutions from the board of directors right 
down the line assume a full measure of re- 
sponsibility toward their trust departments. 

“The uninvested cash deposits of all na- 
tional bank trust departments represents 4% 
of the total deposits of all national banks. 
What would you commercial officers not do 
to serve any other individual depositor of 
such importance? 

“The other side of the picture is that 
nation-wide probate court records reveal 
that you are getting less than 25% of the 
potentially profitable estates as executor 
and trustee. The market is as certain as 
death itself. No other department of your 
institution is so far from the saturation 
point for new business. This situation chal- 
lenges your best talents for advertising and 
personal salesmanship. 

“Fifteen large trust departments on the 
Pacific Coast reported to me last year an 
average of 34% of their gross trust income 
for net. Comparatively, that probably ex- 
ceeds the net earning capacity of any other 
department of the bank. And certainly, with 
the higher salaried executive positions 
already filled, the ratio of operating costs 
should decline with increased profitable 
volume. 

“Some of our Eastern friends who base 
their fees on income instead of corpus are 
not in such a favorable position. My concern 
about fees out here is not the rate, but that 
you render a quality of service commensu- 
rate with your compensation, and not make 
your trust accounts cold storage receptacles 
for government bonds. 

“You are equipped to render a trust serv- 
ice adequate to the needs of this community; 
your trust departments deserve the full sup- 
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port of the commercial management and 
cannot reach their fullest capacity for serv- 
ice and profit without it; there is a clearly 
defined market; the way to sell it is known 
and awaits a will to sell it.” 


Chicago Association Elects 


At the recent annual meeting of the Cor- 
porate Fiduciaries Association of Chicago, 
the following officers and directors were 
elected: 

President—Harold Eckhart, Harris Trust 
and Savings Bank. 

Vice President—Chester R. Davis, Chicago 
Title and Trust Co. 

Secretary-Treasurer—L. L. McArthur, Jr., 
The Northern Trust Company. 

Members of the Executive Committee: 

Arthur T. Leonard, City National Bank & 
Trust Co. 

Frank F. Taylor, Continental Illinois Na- 
tional Bank & Trust Co. 

R. M. Kimball, Continental Illinois Na- 
tional Bank & Trust Co. 

W. M. Hughes, Jr., Chicago Title and 
Trust Company. 

Harold H. Rockwell, The Northern Trust 
Company. 

M. A. Georgen, City National Bank and 
Trust Company. 

M. E. Feiwell, American National Bank. 

O. A. Bestel, First National Bank. 

J. C. Mechem, First National Bank. 


Illinois Trust Section Proposed 


The meeting on fiduciary relations held 
during the recent Illinois Bankers Associa- 
tion was well attended and the feeling of 
the men present was unanimous that definite 
steps should be taken to bring the trust men 
of this state together in some sort of an 
organization. After a discussion, it seemed 
that the most feasible way to accomplish 
this end would be the formation of a Trust 
Division of the Illinois Bankers Association. 
Accordingly, a Committee was appointed 
with instructions to make a report and 
recommendations to the Council of Admin- 
istration of the Illinois Bankers Association. 
The meeting was attended by retiring Presi- 
dent Nirdlinger and executive vice president 
Graettinger. The Committee is as follows: 

George H. Arnold, vice president and trust 
officer, Illinois National Bank and Trust Co., 
Rockford. 

H. E. Emerson, assistant cashier and 
assistant trust officer, First Bank and Trust 
Company, Cairo. 
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H. G. Bengel, vice president and trust 
officer, Illinois National Bank of Springfield, 
Springfield. 

Fred Grant, vice president and trust offi- 
cer, The National Bank of Mattoon, Mattoon. 

Harold Eckhart, vice president, Harris 
Trust and Savings Bank, Chicago. 

The formation of a Trust Division will 
require formal action by the Council of Ad- 
ministration. 


North Carolina Trust Section 
Report 


This meeting marked the beginning of the 
third year of this new division of the North 
Carolina Bankers Association. While the at- 
tendance was not large, it was satisfactory 
and sufficient to give conclusive evidence of 
the real interest in the work which the 
Trust Section is endeavoring to do. 

C. M. Vanstory, Jr., trust officer of the 
Security National Bank, Greensboro, and - 
Chairman of the Section, presided. In his 
opening remarks to the Section, Mr. Van- 
story urged strict adherence to the Schedule 
of Fees which has been adopted by the Sec- 
tion as a minimum basis, and also to the 
Statement of Principles. J. C. Bolles, assis- 
tant trust officer of the American Trust 
Company, Charlotte, who is secretary and 
treasurer of the Section, reported all dues 
paid in full and a substantial surplus from 
the year’s operations. He also reported a 
net increase in membership of eight, bring- 
ing the total membership to forty-one, which 
includes practically every banking institu- 
tion in North Carolina having trust powers 
under its charter and, insofar as the secre- 
tary was able to ascertain, all of those ac- 
tively engaged in performing trust services. 

The matters which received the special 
attention of the Section were pending new 
legislation affecting the laws of descent and 
distribution in North Carolina. It was de- 
cided to have the Secretary compile the 
various suggestions of the members for 
presentation to the Committee which was 
appointed by the last legislature. The Sec- 
tion also gave considerable time to the con- 
sideration of the laws which have been pro- 
posed by ‘the National Conference of Com- 
missioners of Uniform State Laws as they 
affect fiduciaries. Certain objectionable fea- 
tures in the proposed laws were discussed, 
and the Secretary was asked to communi- 
cate with members of this Commission and 
advise them of the views of the Section, in 
an attempt to have some of these objection- 
able features removed. 
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A high-light of the meeting was a unani- 
mous decision to have a separate meeting 
of the Trust Section sometime in the Fall, 
the exact time and place to be decided upon 
by the Executive Committee. It was felt that 
through such a meeting more adequate time 
would be available for the discussion of cur- 
rent topics and problems of the individual 
trust departments. 

The new officers elected for the ensuing 
year were as follows: 

Richard S. Rogers, trust officer, Wilmington 
Savings & Trust Co.—Chairman. 

R. H. McDuffie, vice president and trust 
officer, First National Bank & Trust Co., 
Asheville—Vice Chairman. 

A. R. Bennett, asst. trust officer, The Fidelity 
Bank, Durham—Vice Chairman. 

J. C. Bolles, asst. trust officer, American 
Trust Company, Charlotte—Secretary and 
Treasurer. 

In addition to the above named officers, 
the following were elected as members of 
the Executive Committee: 

C. M. Vanstory, Jr., Security National Bank, 
Greensboro. 

R. Russell Braswell, Planters 
Bank & Trust Co., Rocky Mount. 


National 


I. S. Bull, Wachovia Bank & Trust Company, 
Winston-Salem. 

E. B. Crowe, Branch Banking & Trust Com- 
pany, Wilson. 


Reported by J. Chadbourne Bolles, 
Trust Company, Charlotte. 


American 


Pennsylvania Trust Committee 
Meeting 


The committee on trust costs and charges 
of the Pennsylvania Bankers Association, 
W. Elbridge Brown, vice president and trust 
officer of the Clearfield Trust Company, 
chairman, held a two day meeting on June 
12 and 13 at an isolated camp in the Alle- 
ghany Mountains near Clearfield. Contrary 
to general procedure, no recreational facili- 
ties were offered. The committee was well 
fed and worked in their oldest clothes, and 
by withdrawing from the usual interruptions 
of a metropolis, accomplished the business 
at hand in half the usual time. As a result 
of the meeting it is hoped that definite plans 
may be formulated whereby it will be pos- 
sible to recommend a logical course of action 
for the installation of a proper schedule of 
charges for trust services throughout the 
State, based on the cost of administrating 
the work in various sections, and bearing in 
mind that metropolitan areas, obviously, will 
be able to operate at a lower cost schedule 
than rural communities. 


Missouri Banks Forbidden 
Practice of Selling Insurance 


The Missouri 


State Insurance Depart- 
ment recently received from Attorney- 
General McKittrick an opinion that State 
banks have no right to engage in the in- 
surance business. Arthur F. C. Blase, 
attorney for the St. Louis Association of 
Insurance Brokers, stated that the ruling 
will divert approximately $150,000 annual 
net profit from about 20 State banks in St. 
Louis to regular insurance brokers. Mr. 
Blase further, said that it was estimated 
that throughout Missouri banks have been 
netting from $350,000 to $400,000 yearly 
from their insurance transactions. 


“Life underwriters and trust men should 
realize that every unnecessary word in the 
distribution provisions of a trust agreement 
adds to the possibility of a court proceeding 
for the interpretation of the agreement;” 
* * * 


Life Insurance Trusts—Guy B. Horton 















Trust Services and the Life Underwriter 


BASIL S. COLLINS 


Assistant Vice-President, Old Colony Trust Company, Boston, Mass. 


T seems safe to say that the relation- 

ship between trust officers and life 
underwriters is destined to be one of the 
outstanding economic developments in the 
United States. The fact that today there 
is better than $100,000,000,000 of life in- 
surance in force in the United States, 
$16,000,000,000 of which is now payable 
under the insurance companies’ optional 
modes of settlement and almost $5,000,- 
000,000 of which is payable under trust 
companies’ forms of life insurance trusts, 
will give you some conception of the im- 
portant part which the life insurance in- 
stitution plays in America’s economic and 
social life. Now when you consider that 
the optional mode of settlement has been 
in vogue for more than 35 years, while 
the life insurance trust has been popu- 
larly known only since 1927, and that not- 
withstanding this difference in ages of 
the two methods for distribution of prin- 
cipal and income of life insurance pro- 
ceeds there is the huge sum of five billions 
of life insurance payable to trust com- 
panies under life insurance trusts, you 
get a vision of the tremendous increase 
which is bound to come in this type of 
business within the next few years. 

I should like to introduce to you, if 
you have not already met him, the life 
underwriter of your state. He is the man 
who, every day, is creating life insurance 
estates within the borders of your state, 
through intelligent, resourceful and en- 
ergetic effort. He enjoys numerous con- 
tacts, many of which are with your own 
depositors and customers. Why not wel- 
come him in your institutions, if for no 
other reason than in recognition of the 
economic and social good he is doing day 
by day in his travels over the highways 
and by-ways of your communities? 

Trust companies and life insurance 
companies are coming closer together 
every year in their supplementary and 
cooperative effort to serve the American 
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public. Constantly, more articles are ap- 
pearing in financial magazines on the part 
that life insurance is playing in the set- 
tling of American estates. At the same 
time, life insurance magazines are giving 
more and more space to the furtherance 
of a cooperative effort between life insur- 
ance companies and trust companies. Only 
in recent years, the American Bankers 
Association, through its Trust Division, 
has created a committee to cooperate with 
the National Association of Life Under- 
writers; and the latter organization has. 
likewise created a committee to cooperate 
with the former. These are potent omens 
of the trend of development in what I 
consider the most important economic 
and sociological step forward that has 
been made in the financial world. Today 
we stand on the threshold of a new era 
in understanding and appreciation, each 
of the other’s viewpoint and problems, 
and a realization of the mutuality which 
exists between trust companies and life 
insurance companies. 

The National Convention of the Na- 
tional Association of Life Underwriters 
which is to be held in Boston, Massachu- 
setts, in September of this year, the Asso- 
ciation has appointed a committee, headed 
by a trust officer, whose sole function is 
to assist in securing as a part of the five- 
day program three outstanding bankers 
of the United States to address the Con- 
vention. A luncheon to be attended by 
trust officers from all over the New Eng- 
land States, as well as states outside of 
New England, has been arranged for the 
same day. This is a marked step forward. 
During the last few years, life under- 
writers have been invited to attend and 
participate in the meeting of the Trust 
Division held in New York each year. 
Their discussions with us have been frank 
and sincere. Differences of opinion have 
been expressed and discussed in open 
forum. Mr. Paul H. Conway of Albany, 
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New York, chairman of the Committee 
on Relations with Trust Officers of the 
National Association of Life Underwrit- 
ers, has given his time unsparingly in 
various parts of the United States to en- 
gender this feeling of good will between 
trust officers and life underwriters. 

In 1930 the trust officers and life un- 
derwriters, of Boston, Massachusetts, 
formed an organization known as the 
Boston Life Insurance and Trust Coun- 
cil. This organization acts as a clearing 
house for trust companies and life insur- 
ance companies in Boston and surround- 
ing cities and towns. Its influence has be- 
come so widely felt and its program has 
been so constructive that it has had the 
honor of founding, on invitation, like 
councils in Eastern New York, in Syra- 
cuse and in Rochester, New York, and in 
the state of Connecticut. Many requests 
for specific information as to the method 
of forming such an organization have 
been received from cities throughout the 
United States. I feel that the Life Insur- 
ance and Trust Council movement will 
become national in aspect in a very few 
years and will contribute much toward 
frank discussion, with resultant under- 
standing and appreciation on the part 
of both the life underwriter and the trust 
officer. 

Because of the serious inroads that are 
being made on American estates today 
through drastic taxation, life insurance 
has become an important and integral 


part of a man’s estate set-up. The trust 
companies supplement this service of life 
insurance in its relation to estates by 
offering to the public the advantages to 
be obtained through the creation of a 
life insurance trust. It is interesting to 
note that the life insurance trust is the 
only medium today by which a man may 
be sure that at his death his life insur- 
ance proceeds will be used for the pay- 
ment of taxes and other expenses incident 
to his death. 


New Jersey Bar Relations Unjustly 
Attacked 


Despite the fact that New Jersey banks 
have an amicable agreement with the law- 
years of that state and are adhering to a 
Statement of Principles Applicable to Cor- 
porate Fiduciaries and Members of the 
Bar, a “lawyers monopoly bill” was in- 
troduced in the New Jersey Assembly by 
Assemblyman Philip R. Gebhart. 

The bill was defeated by a vote of 28 to 
29, three short of passage. Reports were 
given that the opponents of the bill, sup- 
posedly bankers, claimed the passage would 
greatly hamper the activities of bankers, 
realtors and others in the conduct of their 
routine business. This bill included prohibi- 
tions again drafting of wills and other legal 
instruments of banks. 

This latter part presents to the public 
and lawyers a distorted picture which can 
do nothing but keep alive a controversy 
which is unjust both to lawyers and cor- 
porate fiduciaries. 





Excerpts From Selected Articles 


Effect of Impossibility Upon Con- 


ditions in Wills. 

Michigan Law Review, May, 1936. Pages 909-936. 

By LEWIS M. SIMES, Professor of Law, Uni- 

versity of Michigan. 

“Writers may discourse upon the danger 
of construing trees to mean raspberry 
bushes or cabbages, but the fact remains 
that written instruments are interpreted 
with the aid of something more than a Gic- 
tionary. Circumstances existing both at the 
time the document is executed and at a sub- 
sequent period are considered in determin- 
ing what it means. This statement applies 
to conditions as well as to other parts of 
a written instrument. Nor should we be sur- 
prised to find that impossibility of perform- 
ance may modify legal consequences. 

“That impossibility may sometimes excuse 
the performance of conditions in contracts 
is well known; but the law of contracts 
is not the only field in which impos- 
sibility may affect legal consequences. For 
centuries courts have recognized that impos- 
sibility may modify the legal effect of the 
breach of a condition in a deed or will. In- 
deed, the doctrine with respect to the effect 
of impossibility in such cases has been re- 
duced to a formula which runs somewhat 
as follows: If the condition be precedent, 
the condition must be performed before the 
estate can vest; if it be subsequent, impos- 
sibility excuses performance, and the estate 
is not divested. The Georgia court has ex- 
pressed the formula in these words: 

“If a condition is strictly precedent, so that unless 
it happens no estate vests, reasons why the condi- 

tion did not happen will not serve to vest a 

title.... If a condition is subsequent, and the title 

has vested subject to be divested in the event of 
the non-performance of the condition, and such 
condition becomes impossible of performance by 
an act of God, non-performance is excused, and 
the estate which has vested in the grantee will 

not be divested. * * * 

“Two observations should be made con- 
cerning the use of the term impossibility. 
The word is used to refer, not only to a 
case of objective impossibility, where phys- 
ical laws make it impossible that the con- 
dition be performed, but also to a situation 
where the impossibility is personal to the 
individual who is to perform the act. Thus, 
if the act is prevented by the person who 
is to benefit on breach of the condition, or 
by some other person, the condition may 


fairly be said to be impossible. Second, the 
impossibility in question may arise either 
before, at, or after the death of the testator. 
It may well be said that, if the impossi- 
bility exists at the time the will takes effect, 
there never is any condition; yet the courts 
employ the language of condition in dealing 
with that situation. And, while this type of 
situation is given separate treatment in the 
succeeding discussion, the language of the 
courts is followed. 


Supervening Impossibility of Conditions 
Subsequent 


“Cases in which it has been held that a 
condition subsequent is excused on the, 
ground of impossibility arising after the 
will took effect are quite numerous. This is 
the decision whether the property involved 
be realty or personalty, and whether the con- 
dition be a common-law condition subse- 
quent or be embodied in an executory limi- 
tation. 

“Perhaps the most common instance of 
this type of case is the one where the condi- 
tion requires the beneficiary under the will 
to live with or to support a named person. 
Thus, in Lynch v. Melton the testatrix de- 
vised land to her husband for life, and then 
to go to a named niece ‘provided she lives 
with her said uncle until she becomes free, 
by age or marriage, otherwise to go as the 
law directs.’ At the death of the testatrix the 
niece was ten years old. She lived with the 
uncle for a few months, when he developed 
symptoms of insanity and sent her away to 
live elsewhere. Shortly afterward the uncle 
was admitted to an insane asylum. The court 
held that the remainder devised to the niece 
was not divested by her failure to live with 
her uncle. ‘The performance of the condi- 
tion having become impossible without any 
fault on the part of the devisee, the condi- 
tion, in the eye of the law, was not broken 
and there. was no defeasance,’ said the court. 
In support of its conclusion, the court also 
observed that ‘A will must be so construed 
as to effectuate the evident intent of the 
testator.’ * * * 

“In other cases the refusal to accept sup- 
port is declared to be a ‘waiver’ of the con- 
dition subsequent, and the beneficiary of the 
will takes free from the condition. * * * 
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Conditions Subsequent Impossible at 
Inception 


“At the outset it may be questioned 
whether it is accurate to say that a condi- 
tion which is impossible at the time the 
testator dies can ever be subsequent. For if 
conditions subsequent relate to the divest- 
ment of existing interests, how can the con- 
dition be subsequent until after the testator 
dies? And if performance is excused at the 
time the testator dies, can we say there ever 
was a condition subsequent? In such a situ- 
ation, what is meant by a condition sub- 
sequent is rather an event which, but for 
the impossibility, must occur if a given in- 
terest is not to be divested. Indeed, cases 
sometimes go farther and class as subse- 
quent events which but for the impossibility 
might have happened either before or after 
the testator’s death. 

“Impossibility at the testator’s death may 
arise under any one of the following circum- 
stances: (1) it may be known to the testa- 
tor at the time the will is made; (2) it may 
be nonexistent or unknown to the testator 
at the time the will is made, but be subse- 
quently discovered by him; (3) the testator 
may never learn of the impossibility. The 
first situation is one which does not arise in 
the actual cases. Indeed, it is difficult to see 
why anyone would insert a condition in a 
will which he knew to be impossible. Yet the 
early writers invariably suggested examples 
of such conditions when they discussed the 
effect of impossibility. * * * 

“As to the third situation, namely where 
the impossibility is unknown to the testator, 
no good reason is perceived why it should 
not be treated in the same manner as cases 
of impossibility arising after the will takes 
effect. In the second situation, where the 
testator learns of the impossibility after the 
will is made, it is arguable that, since the 
testator did not change his will, he must 
have considered that the language or con- 
dition should be given full effect in spite of 
the impossibility. The cases, however, do not 
support such a view. The doctrine that im- 
possibility excuses performance is laid down 
without regard to the fact that the testator 
did or did not know of the impossibility. In- 
deed, it probably makes no difference that 
the testator himself prevented the perform- 
ance of the condition. * * * 

“By way of summary, the following con- 
clusions are suggested. 

“First, it should be noted that the condi- 
tions which have been held to be excused 
for impossibility, or even where the question 
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has been raised, are extremely few. Most of 
them have been in cases where the testator, 
though he wished to make a gift, also sought 
to influence conduct. Thus, if the person 
whose conduct is to be influenced dies be- 
fore he has any opportunity to act, it is 
possible to assume that the testator meant 
to make the gift anyway. Or, if the per- 
formance of the condition is intended to 
benefit a particular person, and that person 
refuses the benefit when it is offered it is 
also reasonable to conclude that the testator 
would nevertheless have made the gift. It 
may also be that performance is prevented 
by the person who would benefit if the con- 
dition is not performed. In that situation, 
upon plainest principles of justice, the courts 
refuse to permit the person to profit by his 
own wrong, and, therefore, excuse literal 
performance of the condition. A few cases 
involve a condition of appraisal of conduct, 
or the determination of some other question, 
by a disinterested person. If that person is 
incapacitated from making a determination, 
the question of construction which arises is 
in substance this: Was the exercise of this 
particular person’s discretion essential to the 
making of the gift or was it merely an in- 
cidental matter, a provision for the ma- 
chinery of determining the performance of 
the condition, but not an essential part of 
it? If the latter is the proper construction 
of the instrument, the condition may be said 
to be excused. 

“Second, it is apparent that there are no 
hard and fast rules to determine whether 
impossibility excuses the performance of a 
condition. Before any question of impossi- 
bility becomes pertinent, we must first de- 
termine whether the testator, when he made 
his will, assumed that the condition was one 
which the legatee, devisee, or other person, 
would necessarily be able to perform. That 
is, we must determine whether the case is 
within the narrow class of situations where 
a question of impossibility may reasonably 
be raised. We must then determine whether 
it can be inferred from the language of the 
will, construed in the light of the sur- 
rounding circumstances, that the testator 
would have wished to give effect to the con- 
dition had he known of the impossibility. If 
we infer that the testator would have wished 
to give effect to the condition in spite of the 
impossibility, then we should give effect to 
it, whether it be precedent or subsequent, 
and whether the subject matter be realty or 
personality. If the testator would not have 
wished to give effect to the condition under 
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the circumstances which have arisen, then 
it should be excused. 

“Third, whether the condition is classified 
as subsequent or precedent is likely to de- 
pend in part on whether the court is or is 
not disposed to excuse performance. 

“Fourth, it would, however, be too much 
to say that the old formula as to conditions 
precedent and subsequent is wholly without 
significance. The condition may be one 
within the narrow class where questions of 
impossibility may fairly be raised, and yet 
no one can say, as a matter of construction, 
whether the testator would or would not 
have wished the condition to take effect in 
spite of the impossibility. In that situation 
the court is likely to rely on formulae to 
arrive at a decision. If the condition is 
susceptible of either the precedent or subse- 
quent construction, it will be called subse- 
quent, due to the judicial preference for 
that construction, and the court will hold 
that performance is excused. If the condi- 
tion is necessarily precedent, the court is 
not likely to excuse performance. 

“Fifth, if the gift is a legacy on a condi- 
tion precedent, impossible at the time of the 
testator’s death, the state of the law is not 
entirely clear. Whether the court will give 
effect to the legacy on the ground that 
impossibility excuses and that the gift is 
therefore absolute is difficult to say, in view 
of the small body of dicta and the English 
authorities pointing in that direction. It 
is believed, however, that, in the absence 
of statute, neither reason nor authority com- 
pels the recognition by American courts of 
such a rule.” 

Eighty-seven footnotes of references and 
citations. 





Protection of Minority Bondholders 


in Foreclosures and Receiverships. 

University of Chicago Law Review, June 1936. 

Pages 517-555. By Wilber G. Katz, Associate Pro- 

fessor of Law, University of Chicago. 

“For the development of the law of cor- 
porate reorganization, the cumulative dis- 
asters of 1929 to 1932 were rich in promise. 
Not only would many large railroads and 
industrial enterprises be forced to reorgan- 
ize, but default in countless real estate bond 
issues would present many of the same 
problems and turn what had always been 
an esoteric legal specialty, understood and 
practiced by only a few lawyers in the 
metropolitan centers, into a fully developed 
and generally understood branch of the law. 
Reorganizations did come by the hundred; 
thousands of members of the bar developed 
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an avid interest in the subject; but the 
promise has not yet been fulfilled. One is 
forced to admit that even on elementary 
questions there is almost as much uncer- 
tainty today as there was before the de- 
pression. 

“The most fundamental problem of reor- 
ganization law has been that of the relation 
between groups of creditors within a given 
class, the problem as to the type of pro- 
tection, if any, to which minorities are en- 
titled. There has been little detailed analysis 
of this problem as it arose in cases of re- 
organization in equity. Such an analysis is 
worth attempting in spite of the fact that 
probably a large majority of current reor- 
ganizations are brought about through pro- 
ceedings under Section 77B of the Bank- 
ruptcy Act. Some reorganizations are still 
effected through foreclosure or receivership 
proceedings and in such cases the funda- 
mental problem with which this article deals 
continues to trouble the courts. And al- 
though Section 77B contains elaborate pro- 
visions as to the rights of minority creditors, 
some of these provisions are intelligible only 
in the light of the history of reorganiza- 
tion in equity. 


1. The Position of the Minority Bondholder 


The problem of “reorganization,” as the 
term is here used, arises when a corporation 
or individual with a number of creditors is 
unable to meet his obligations, but when 
there is some likelihood that with relief 
from the pressure of maturing debts his 
business can profitably be operated. Often 
there are many classes of creditors and 
shareholders, but for the purposes of this 
article we are concerned primarily with the 
senior class of creditors, frequently first 
mortgage bondholders, and for convenience 
these senior creditors will usually be re- 
ferred to as “bondholders.” If the bondhold- 
ers should force an actual liquidation of the 
debtor’s assets by sale, the proceeds prob- 
ably would be insufficient to satisfy even 
the claims of this class. A majority of the 
bondholders, therefore, is usually induced to 
unite to avoid or minimize loss by acquiring 
the assets of the debtor and continuing the 
business. This cooperative action is usually 
brought about through a “committee.” In 
the case of bonds, debentures or other pub- 
licly marketed securities, the committee is 
frequently organized by or under the leader- 
ship of the investment bankers who origi- 
nally distributed the securities. The holders 
are solicited to deposit their bonds under an 
agreement vesting in the committee broad 
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powers to act for the depositors in effecting 
a reorganization. 

“A plan of reorganization is presented to 
the bondholders either at the time of the 
original solicitation of deposits or at a later 
date. The plan usually provides for the ac- 
quisition of the debtor’s property by a new 
corporation to be formed by the committee 
and the issuance by the new corporation of 
new stock or stock and bonds to the holders 
of the old bonds who shall have assented to 
the plan. Bondholders who deposit after the 
promulgation of the plan thereby indicate 
their assent to the plan, and the deposit 
agreement usually provides that prior de- 
positors who do not withdraw their bonds 
within a specified period will be deemed 
to have assented to the plan. 

“This acquisition of the debtor’s property 
for the benefit of the assenting bondholders 
is usually brought about through a suit for 
foreclosure by judicial sale, if a mortgage 
is involved, or a suit instituted by a general 
creditor’s bill looking toward a receiver’s 
sale, or both. * * * 


The Dissenter’s Cash Distributive Share 


“We have seen that adequate protection 
cannot be given to minority bondholders 
without assuring to them the opportunity 
to participate in a fair plan. What of the 
bondholder who is unwilling to participate. 
What protection, if any, should courts give 
to him by way of assurance of a minimum 
sale price? If such protection is to be given, 
there arises, of course, the further question 
as to whether it shall be by fixing, before 
the sale, an upset price or minimum bid, or 
only by refusing confirmation of a sale for 
a price deemed inadequate. There has been 
more discussion of this procedural question, 
than of the fundamental question as to 
whether the amount of the bid should be 
controlled by either method, the question to 
which this section is devoted. 

“Too frequently it has been assumed or 
asserted without adequate analysis that at 
some stage the court should pass on the 
adequacy of the bid. This has been due very 
largely to the strategy of railroad reorgan- 
izers in a number of cases. These men or 
their counsel learned at a comparatively 
early date that they had more to gain than 
to lose from a policy of making only per- 
functory opposition to the fixing of a sub- 
stantial upset price. They learned that they 
could usually count on the fixing of an upset 
price which would net dissenting bondhold- 
ers less than the current market value of 
the bonds or the certificates of deposit. They 
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could thus be assured that most of the bonds 
would ultimately be deposited. Reorganizers 
of such properties usually lost nothing, 
therefore, when an upset price was fixed or 
when they voluntarily bid a _ substantial 
amount, and they found that by thus focus- 
ing attention upon the price they were some- 
times able to forestall any vigorous inquiry 
into the fairness of their plan. The practice 
of fixing substantial upset prices thus be- 
came crystallized in these cases where the 
bonds had a market value and where financ- 
ing such a bid involved no serious problem 
for the majority. * * * 

“The position of the trustee has never 
been fairly and realistically analyzed. In 
many cases trustees have permitted them- 
selves to be used as a shield by the majority. 
Instead of taking the position suggested 
above; that on all issues where the majority 
and the minority have diverse interests they 
should represent themselves, trustees have 
often objected to intervention by minority 
bondholders on the ground that the interests 
of all bondholders were being adequately 
protected by the trustee. Of course, if it 
were settled that objections to the plan or 
the price are premature if raised before 
sale, opposition to such interventions would 
frequently be justified. But as already noted, 
the procedure is unsettled and majority 
committees have consistently attempted to 
postpone such questions as long as possible 
in order that the courts might be the more 
loath to cause further delays by upsetting 
the plan at the last moment. In this strategy 
trustees have too often been tools of the 
committees. 

“On questions as to the merits of the 
plan, where the interests of all bondholders 
are not divergent, the trustee might well 
perform a more active function, either sup- 
plementing, or conceivably replacing, the 
traditional protective committee. The recent 
assertion by the Circuit Court of Appeals 
for the Second Circuit that “A trustee of a 
mortgage may not attack a plan of reor- 
ganization as inequitable would seen unfor- 
tunate, and, while it is based upon present 
practice, there is no judicial authority for 
the statement. 


Control of the Deficiency Judgment 


Thus far we have considered the sale 
price solely in connection with its effect 
upon the dissenting bondholders cash dis- 
tributive share. Under the usual procedure, 
however, another important function of the 
price is in determining the amount of the 
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deficiency judgment. Although a nominal bid 
may be not unjust from the standpoint of 
a bondholder who refuses to assent to a fair 
reorganization plan, a deficiency judgment 
for the remainder of the debt may be un- 
just to other parties. In the case of bonds 
issued or guaranteed by an individual, this 
involves a real problem. In the case of a 
corporate obligor, the original corporation 
will usually not survive the reorganization 
except as an empty shell and thus a high 
deficiency judgment will not be of serious 
concern. The amount of the deficiency, how- 
ever, will have some bearing upon the ex- 
tent to which the bondholders may share 
with unsecured creditors in any unmort- 
gaged assets. In both of these situations 
there are persuasive grounds for suggesting 
that a nominal bid should not control the 
amount of the deficiency judgment. 

“Relief against deficiency judgments, par- 
ticularly in cases of farm and home mort- 
gages, has been one of the most striking 
legal developments of the depression years. 
In ‘normal’ times a deficiency judgment 
based upon the price bid at an open (though 
forced) sale has not been thought unjust. 
A mortgagor has been left to protect him- 
self, if possible, by finding bidders to com- 
pete with the mortgage. The recent paraly- 
sis in the market for real estate and busi- 
ness properties, however, has caused a num- 
ber of courts and legislatures to declare 
that the basis for the usual rule no longer 
exists and that property bid in by a mort- 
gage on foreclosure should be credited on 
the debt at some figure other than the per- 
haps arbitrary sum bid at the sale. * * * 


Trustee-Purchase 


“The third principal device by which it 
has been suggested that minority bond- 
holders might be protected is through pur- 
chase of the mortgaged property at the 
foreclosure sale by the trustee under the 
trust mortgage, for the benefit of all bond- 
holders. Before discussing the circumstances 
under which use may be made of this device, 
several important aspects of the problem 
should be considered. In the first ‘place, since 
the trustee purchases for the benefit of all 
bondholders, the purchase involves no cash 
distribution to any bondholder. The trustee 
need pay in cash only such portion of his 
bid as represents prior charges, such as 
expenses of the sale, and may pay the bal- 
ance by having the amount thereof credited 
upon all of the bonds pro rata. This conse- 
quence of trustee-purchase has made the 
device attractive to reorganizers embar- 
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rassed by the problem of providing cash for 
the dissenters. Probably for this reason af- 
firmative provisions authorizing trustee-pur- 
chase are found even in some of the early 
trust mortgages. The validity of such pro- 
visions has been sustained over the objec- 
tion of minority bondholders insisting upon 
the usual type of sale involving a cash dis- 
tribution for the dissenters. 

“Some courts, even in the absence of any 
such provisions in the trust mortgage, have 
found sufficient basis for authorizing trus- 
tee-purchase in the general power of courts 
of equity to authorize a departure from pro- 
visions of trust instruments. In other juris- 
dictions, however, the opposite view has pre- 
vailed and objecting bondholders have been 
held entitled to a sale for cash. The posi- 
tion of the objecting bondholder is strongest 
if he is arguing that postponing liquidation 
will only increase the loss, that immediate 
sale even at a sacrifice is the most desir- 
able course—although there are frequently 
grounds for questioning the sincerity of the 
objecting bondholder. The question thus 
raised would seem the same as that in- 
volved in the famous Rock Island case, 
where the court attempted by decree to force 
creditors to take new securities in satisfac- 
tion of their claims. While the Supreme 
Court has not spoken directly on the ques- 
tion, the existence of this power has not 
generally been conceded. A similar result 
has been reached in some cases under state 
statutes where an answer to the impair- 
ment of contracts argument has been found 
in the police power, but in general it has 
been assumed that so radical a change in 
the remedies of a creditor requires an exer- 
cise of the bankruptcy power as in the pro- 
visions of Section 77B. 

“The weight of these objections by bond- 
holders insisting upon a sale for cash can 
properly be determined only in the light of 
advantages which trustee-purchase might 
have over the traditional reorganization 
procedure. But at the threshold of any in- 
quiry as to these advantages, there arises 
the question of what the trustee is to do 
with the property purchased: Is he, under 
court order, to carry out a reorganization, 
that is, to transfer the property to a new 
corporation in return for securities to be 
distributed to the former bondholders, or is 
he to hold and manage the property under 
the supervision of the court until sale to 
an outsider for an adequate cash price is 
possible? A failure to face and answer this 
question before deciding whether in a given 
case the trustee may or should bid is re- 
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sponsible for much of the confusion on the 
subject. * * * 

“Surely this quotation involves an unfair 
statement of the problem. The assumption 
that majority committees attempt to deny 
the minority the right to participate with 
them is universally contrary to fact; the 
assumption that courts would be impotent 
to prevent such a ‘freeze-out’ except by 
trustee-purchase is contrary to law. To be 
sure, in a case in which the majority is 
violating this duty or is attempting to carry 
out an unfair plan, trustee-purchase would 
be one means of thwarting the wrong. But, 
as we have seen, there are other means of 
safeguarding the minority. * * * 


Conclusion 


“The main burden of the foregoing argu- 
ment may be restated very briefly. Any 
solution of the reorganization problem must 
be based upon a recognition of the common 
plight of the bondholders. In Straus v. An- 
derson, Mr. Justice Hebel was clearly right 
in saying that the court must consider and 
protect the rights of all the bondholders. 
But he and his colleagues apparently be- 
lieved that somehow this goal could be 
reached by refusing to consider the reor- 
ganization plan and by insisting upon an 
‘adequate’ bid by the majority. The writer 
believes, however, that with this rule equal 
protection for all bondholders is usually im- 
possible: that any standard for a minimum 
bid which will protect the dissenter ade- 
quately when the plan is unfair will inevit- 
ably amount to a denial of fair protection 
to the majority when the plan is fair. Hence 
the first conclusion: Jurisdiction over the 
plan is essential if all bondholders are to be 
protected. 

“The second conclusion is likewise re- 
quired if ‘equal’ protection is to be given: 
If opportunity to participate in a fair plan 
is afforded to all bondholders, the majority 
who purchase in order to avoid a sacrifice 
should not be required to bid more than an 
outsider might be expected to bid at forced 
sale, and perhaps no requirement should be 
imposed as to the amount of the bid. 

“Finally, a realistic analysis of the inter- 
ests of all bondholders must determine our 
judgment as to trustee-purchase: The de- 
vice should be adopted only if it involves net 
advantages over the traditional reorganiza- 
tion procedure; and as to many types of 
property and in many jurisdictions, such ad- 
vantages are not apparent.” 


155 footnotes. 
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This volume contains a compilation of the 
discussions on important banking topics 
given at a series of regional conferences 
which were held in Philadelphia, Memphis, 
and Chicago under the auspices of the 
A. B. A. According to Robert V. Fleming. 


“A clearer understanding of banking problems 
through a thorough discussion of them was one of 
the objectives of the regional conferences. The 
subjects which were chosen for this program were 
selected with the thought that they were germane 
to present-day banking problems and that their 
thorough discussion would be productive of a better 
understanding ‘of how best we can serve the public 
under the broadened provisions of the law, im- 
prove the relations between the banker and his 
customer and, at the same time, strengthen the 
earning position of our banks for the benefit of 
depositors and stockholders alike.” 


For each of these conferences a similar 
program was followed and in this volume 
the discussions of related subjects were 
combined. Among the subjects discussed 
were—“Rules and regulations of the Fed- 
eral Reserve Board,” “Customer and Public 
Relations,’ “Advertising and Publicity,” 
“Banking Protection,” “Bank Charters,” 
“Bank Earnings,” “Bank Investments,” and 
many others. 


Reviewed by Dr. Jules Backman. 


Books and Brochures Reviewed 
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Investment Banking, Investment Bankers Association 
of America, 33 South Clark Street, Chicago. 

Michigan Law Review, Ann Arbor, Mich. 80c. 

Minnesota Law Review, Minneapolis, Minn. 60c. 

Notre Dame Lawyer, The University of Notre Dame, 
Notre Dame, Ind. 75c. 

The Tax Magazine, Commerce Clearing House, Inc., 
205 West Monroe Stret, Chicago. 50c. 

The University of Chicago Law Review, The Univer- 


sity of Chicago Press, 5750 Ellis Ave., Chicago, 
Ill. 75e. 

University of Cincinnati Law Review, Cincinnati, 
Ohio. 60c. 


University of Pennsylvania Law Review, 34th and 
Chestnut Streets, Philadelphia, Pa. 75c. 

Virginia Law Review, Virginia Law Review Associa- 
tion, University, Va. $1.00 

Yale Law Journal, 127 Wall Street, 
Conn. 80c. 


New Haven, 






“The Big Bad Rich Man” 


Elmer Leffingwell, in 35 years of experi- 
ence as a newspaper reporter, editor, publi- 
cist and lecturer, has served in close co- 
operation with the leading personalities in 
a generation of news, both here and abroad. 
In his recently published brochure “The Big 
Bad Rich Man” he takes a unique stand and 
comes to the defense of the belaboured rich. 

Following a vivid description of the catas- 
trophe that befell San Francisco on the 
morning of April 18, 1906, and the following 
days when the city was groping for a way 
back to orderly routine, he recounts the 
need for currency, and how the Canadian 
Bank of Commerce, in a special railroad car, 
brought to the city a substantial amount of 
cash, loaning any resident of San Francisco 
up to $200. 

This instance is followed by an account of 
the financial disaster that overtook the Fire- 
man’s Fund Insurance Company, when hun- 
dreds of millions of dollars in policies were 
repaid by the stockholders at a sacrifice of 
their private fortunes. Mr. Leffingwell then 
cites individual philanthropies who have 
turned their vast fortunes to the betterment 
of the race and have endowed institutions 
of learning, research and care of the less 
fortunate or able. He concludes that his 
statements are no apology or eulogy of the 
rich, but that “blasting” them, as a class, 
has the- effect of a boomerang, and that 
any generalizations that line class against 
class lead only to strife without justifiable 
cause. 

Published by The Sun Dial Press, New York. 
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Directory of 
LEGAL CONTRIBUTING EDITORS 


The following attorneys, recognized authorities on fiduciary law, are collab- 
orating with TRUST Companies Magazine to provide succinct digests of the most 
pertinent current decisions affecting fiduciaries. The case reports published in 
the succeeding section are selected and briefed at the discretion of the attorneys 
reporting from their respective States: 

CALIFORNIA: Walter L. Nossaman—Trust Counsel, Security-First National Bank of 

Los Angeles 
COLORADO: Montgomery Dorsey—Hughes & Dorsey, Denver 
CONNECTICUT: Allan K. Smith—Day, Berry & Howard, Hartford 
GEORGIA: Pope F. Brock—Spaulding, Sibley, Troutman & Brock, Atlanta; Counsel for 

Trust Company of Georgia 


ILLINOIS: R. J. Frankenstein, Jr.—Chapman and Cutler, Chicago; Counsel, Harris Trust 
& Savings Bank 


INDIANA: Leo M. Gardner and William H. Krieg—Jones, Hammond, Buschmann & 
Gardner, Indianapolis; Counsel for Indiana State Bankers Association 


MARYLAND: John C. Cooper, Jr.—Venable, Baetjer & Howard, Baltimore. 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn; Reporter and Lecturer for 
Corporate Fiduciaries Assn. of Boston. 


MICHIGAN: George B. Shaeffer—Shaeffer and Dahling, Detroit; Counsel for Union 
Guardian Trust Company 


MINNESOTA: James E. Dorsey—Junell, Driscoll, Fletcher, Dorsey & Barker, Minne- 
apolis; Counsel for First National Bank & Trust Company, Minneapolis 


MISSOURI: Edgar H. McCulloch—Thompson, Mitchell, Thompson & Young, St. Louis 


‘NEW JERSEY: J. Fisher Anderson—Counsellor-at-law, Jersey City, Counsel, New 
Jersey Bankers Association 


NEW YORK: David Kelly—Mitchell, Taylor, Capron & Marsh, New York; Counsel for 
City Bank Farmers Trust Company. 


NORTH CAROLINA: Irving Carlyle—Manly, Hendren & Womble, Winston-Salem 
OHIO: Raymond T. Sawyer—Counsel, The Cleveland Trust Company, Cleveland 
OREGON: Earl S. Nelson—Griffith, Peck & Coke, Portland 

PENNSYLVANIA: R. M. Remick—Saul, Ewing, Remick & Saul, Philadelphia 

RHODE ISLAND: Colin MacR. Makepeace—Tillinghast, Collins & Tanner, Providence. 
TEXAS: Robert Ring—Counsel, Houston Land & Trust Company, Houston 


WASHINGTON: Charles T. Donworth—Donworth & Donworth, Seattle; of Counsel for 
Seattle Trust & Savings Bank. 


WISCONSIN: Ralph M. Hoyt—Bottum, Hudnall, Lecher, Michael & Whyte, Milwaukee 





Court Decisions 


Assets—Joint Bank Account Valid 
Although Made as a Gift Causa 
Mortis Subject to a Trust in Hands 
of Joint Donee. 

Massachusetts—Supreme Judicial Court 

Greely v. O’Connor, 1936 A. S. 1255. Decided June 

2, 1936. 

X, shortly before going to the hospital 
for her last illness, delivered a number of 
bank books to A, a trusted friend, with 
directions to convert them into joint ac- 
counts (which was done), on the understand- 
ing that she was to retain the books if X 
died, and return them if she recovered. In 
case of X’s death A was to pay certain 
specific sums to named people, and keep the 
balance for herself. 

Held: that the transaction constituted a 
valid gift causa mortis in trust, which was 
a completed trust not obnoxious to the 
statute of wills. 


Compensation — Trustee’s Fees—Re- 
sponsibility as Element in Compen- 
sation—Finality of Decree of Dis- 
tribution. 

California 
Estate of McLellan, 85 Cal. App. Dec. 801.—Cal. 
App. (2d)—, May 26, 1936. 

Appeal by testamentary trustees from or- 
der disallowing their account. Order allow- 
ing trustees $100.00 for services as trustees 
of $3,900.00 trust over period of seven years, 
reversed. 


HELD: Allowance unreasonable on basis 
of responsibilities even though duties may 
have been light. 


HELD FURTHER: Where decree of dis- 
tribution to trustees did not allow interest 
on trust bequest from date of decedent’s 
death, trustees (who were also executors) 
could not on their final accounting be sur- 
charged for failure to obtain this additional 
sum, since such action would constitute 
collateral attack on decree of distribution 
and only equity would have jurisdiction to 
set aside former decree if trustees were 
guilty of fraud or breach of trust in con- 
nection therewith. 


Corporate Trust—Trustee—Right of 
Action of Stockholders’ Liability as 
Residing in Trustee or Bondholders. 

California 
Dietzel v. Anger, 85 Cal. 
App. (2d)--, May 27, 1936. 
Trust indenture provided all rights of 
action on or because of bonds and all rights 
of action under indenture vested exclusively 
in trustee except only as hereafter provided; 
that any suit instituted by trustee shall be 
brought in its name and any recovery for 
pro rata benefit of bondholders. No bond- 
holder had right to sue upon or in respect 
of indenture or for execution of trust or 
appointment of receiver, or other remedy, 
unless notice of default given trustee and it: 
had refused to sue after 25 per cent of bond- 
holders had requested suit and indemnified 
trustee. Indenture declared trustee ap- 
pointed agent and attorney of bondholders 
for purpose of taking steps necessary to 
preserve lien of indenture, effect sale of 
trust property or preserve or enforce liabil- 
ity of debtor company and/or stockholders 
in respect of indenture and/or bonds. Plain- 
tiff bondholders, without demand on trustee, 
brought present suit against stockholders 
of debtor corporation on stockholders’ liabil- 
ity. Judgment for plaintiffs affirmed. 


HELD: Law does not recognize naked 
right of action or permit right to sue to be 
reposed by contract in one who has no legal 
or equitable interest in right to be enforced. 
Title to debt was in bondholders. Provisions 
of trust indenture held insufficient to vest 
right to sue in trustee. If it be conceded 
that authority was originally conferred on 
trustee to bring action to enforce stock- 
holders’ liability, that agency not coupled 
with interest and must be deemed revoked 
when plaintiffs holding legal title to bonds 
elected to sue in own behalf. 


App. Dec. 830.—Cal. 


Decedent’s Estates — Widow’s Right 
of Election Not Defeated by Trans- 
fer. 

New York—Appellate Division, First Dept. 
Bodner v. Feit, N. Y. Law Journal, June 12, 1936. 
The action was brought by plaintiff to set 
aside certain transfers made by her deceased 
husband subsequent to their marriage. Ap- 
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_ parently the transfers were in trust for the 
benefit of the husband during his life with 
remainders to his children by a prior mar- 
riage. The complaint alleged that the trans- 
fers were made without consideration for 
the purpose of defeating the plaintiff’s right 
of election to take as in intestacy given her 
by Section 18 of the Decedent Estate Law. 

The Supreme Court granted defendants’ 
motions to dismiss the complaint as fail- 
ing to state facts sufficient to constitute a 
cause of action. The Appellate Division re- 
versed the order and denied the motion on 
the ground that the husband might not 
destroy his wife’s rights by a transfer in 
which he retained control and benefit during 
his life. 

In a vigorous dissent, Untermyer, Jr., 
maintained that the decision of the majority 
would render the acquisition of property of 
a married man or woman no longer safe. 


Decedent’s Estates — Widow’s Right 
of Election. 
New York—Surrogate’s Court, Kings County 


Matter of Bommer, N. Y. Law Journal, May 26, 
1936. 


Section 18 of the Decedent Estate Law 
provides in part as follows: 

““* * * A personal right of election is given to 

the surviving spouse to take his or her share of 

the estate as in intestacy, subject to the * * * ex- 


ceptions contained in this section. 
od ak OK ok 


(d) Where the Will contains an absolute legacy 
or devise, whether general or specific, to the sur- 
viving spouse, of or in excess of the sum of $2,500, 
and also a provision for a trust for his or her 
benefit for life, of a principal equal to or more 
than the excess between said legacy or devise and 
his or her intestate share, no right of election 


whatsoever shall exist in the surviving spouse. 
* * * & 


(g) The provisions of this section with regard 
to the creation of a trust, with income payable for 
life to the surviving spouse, shall likewise apply 
to a legal life estate * * * for the benefit of the 
surviving spouse. * * *”’ 

In Matter of Curley, 245 App. Div. 255, 
aff’d without opinion 269 N. Y. 504, the 
court held that the surviving spouse had a 
right of election to take against a will 
which created a trust in which the trustee 
was not required to furnish bond and was 
not limited to legal investments. By Chap- 
ter 234 of the Laws of 1936, which became 
effective on April 3, 1936, the Legislature 
attempted to nullify the Curley case by 
adding a new subdivision to Section 18 of 
the Decedent Estate Law, which provided 
that the purported grant of authority in a 
will to a trustee to do certain acts not per- 
mitted to a trustee without specific au- 
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thority, should not be deemed to give a sur- 
viving spouse an absolute right of election 
to take his or her intestate share but that 
the Surrogate’s Court, having jurisdiction 
of the estate, notwithstanding the terms of 
the will, should have power to make such 
directions as it deemed necessary for the 
protection of the surviving spouse. 

The decedent in the instant case died 
prior to April 3, 1936, leaving a will in 
which the benefits provided for the widow 
were, first, specific bequests of property 
worth approximately $4,500; second the life 
use of the testator’s city and country houses, 
and, third, a trust in the principal sum of 
$500,000, the income from which was to be 
applied, first, to the payment of taxes, as- 
sessments, water rates and insurance pre- 
miums, on the testator’s city and country 
houses, and the balance to the widow. 

HELD: First: That the amendment of 
Section 18 of the Decedent Estate Law is 
not retroactive and that the Curley case 
applies to the estates of decedents who died 
prior to April 3, 1936; and 

Second: That the widow here had a right 
of election, notwithstanding the amendment 
to the statute, because 


(a) The gift to her did not represent 

a proportionate part of a fair cross-sec- 

tion of the estate, the two houses being 

non-income producing; and 

(b) The application of the income of 
the trust to charges which are not the 
obligations of the life tenant was not for 
her benefit. 

The court pointed out that, in intestacy, 
the widow would become a tenant in com- 
mon of the property and that a trust, in 
order to preclude her right of election, “must 
be money or money’s worth of a proportion- 
ate part of a fair cross-section of the estate, 
and cannot be a specified asset which pos- 
sesses an income value invidiously dispro- 
portionate to other assets of the estate 
which are directed to others.” 


Insurance Trusts—Right of Creditors 
of Insured to Reach Proceeds of 
Policy. 

New York—Supreme Court, New York County 

Colgate v. Guaranty Trust Co., N. Y. Law Jour- 

nal, June 6, 1936. 

In 1927 the insured took out life insur- 
ance policies on his life, naming his wife as 
beneficiary. In 1929 he placed these policies 
in a trust with a corporate trustee. The trust 
agreement obligated his wife, who was the 
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beneficiary of the trust, to pay the pre- 
miums on the policy, but gave the insured 
the right to sell, assign or pledge the poli- 
cies, to borrow on them and to receive all 
dividends, surrender values, ete., which 
might accrue during his life. 

A statute [Section 34, Personal Property 
Law] provides: 

“A transfer of personal property, made in trust 
for the use of the person making it, is void as 
against the existing or subsequent creditors of 
such person.” 

The court held that although the insured 
retained the right under his trust agree- 
ment to borrow upon his policies and al- 
though he had in fact exercised this right 
prior to his death, this was not the type of 
transfer contemplated by the statute. It was 
pointed out that the status of the policies 
was not changed in any way by the creation 
of the trust. The insured’s wife was the 
beneficiary named in the policies before the 
creation of the trust and she was the bene- 
ficiary of the trust agreement. No right of 
the insured under the policies was taken 
from him by the trust agreement, nor was 
any property to which his creditors had 
recourse before the trust made inaccessible 
thereby. The court considered that the pro- 
visions of the trust agreement reserving to 
the insured the right to borrow on the poli- 
cies, etc., were only incidental to the pri- 
mary purpose, which was for the benefit of 
the wife. 


Jurisdiction — Relief From Double 

Domicile Taxation. 

Massachusetts—U. S. District Court 
Worcester County Tr. Co. v. Long, U. S. Dist. 
Court (Mass.). Decided April 27, 1936. 

The much publicized case of Dr. John T. 
Dorrance, where both Pennsylvania and New 
Jersey claimed him as a resident and as- 
sessed inheritance taxes amounting to sev- 
eral millions of dollars against his estate, 
has emphasized the seriousness of the 
double domicile claim and the difficulty of 
finding a suitable remedy. Recently, in the 
case of Worcester County Trust Company, 
Executor under the will, Robert H. Hunt, v. 
Henry F. Long et al, where both Massa- 
chusetts and California claimed the de- 
cedent as a resident, the U. S. District 
Court for Massachusetts held that under 
the new Federal Interpleader Act the exec- 
utor could cite in the tax officials of both 
states and have the Federal Court decide 
which of the two states could claim the 
decedent as domiciled therein. 
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Living Trust—Effect of Assignment 
of Interest Under Revocable Trust 


California 


Farmers & Merchants National Bank. 
(2d)—, May 


Cheek v. 
85 Cal. App. Dec. 736. —Cal. App. 
19, 1936. 


Hellman conveyed real and personal prop- 
erty to defendant bank in trust to pay in- 
come to Hellman for life and after his death, 
income to his wife and children. Opinion 
does not state whether there were remain- 
ders over. Trust contained provisions that 
trustor might, during his life, by written in- 
strument filed with trustee and upon paying 
any sums due trustee, revoke it in whole or 
in part. Contemporaneously with execution 
of declaration of trust Hellman and wife 
assigned to defendant bank as collateral 
security for indebtedness then or thereafter 
owing from them to bank, all their right, 
title and interest in and to trust together 
with assets held thereunder, authorizing 
bank, if necessary, to sell assets for pur-. 
pose of paying such debts. Hellman was 
later adjudicated bankrupt and his trustee 
and Hellman himself pursuant to court or- 
der executed revocation of trust. In this 
action by trustee to compel bank to deliver 
assets of trust to plaintiff, judgment for 
plaintiff reversed. Court says it is clear that 
Hellman assigned to bank as security for 
debts all his interest in trust and its assets 
and under terms of assignment bank held 
assets upon revocation of ‘trust as security 
for debts. 


HELD: Assignment created equitable 
charge in favor of bank which ripened into 
direct lien on assets of trust upon exercise 
of power of revocation. Cases cited by Court 
indicate basis of decision is that reservation 
of power of revocation created in Hellman 
property right analogous to future interest, 
his right resting in possibility dependent 
on exercise of revocation. Assignments of 
such rights upheld if fairly made and not 
against policy of law. 


Management, Business — Executor 
Conducting Business of Deceased 
Personally Liable on Contracts. 


Massachusetts—Supreme Judicial Court 
Anglo-American Tea Co. v. Seward, 19386 A. S. 


1051. Decided May 25, 1936. 


In this case the executors conducted the 
business of the decedent under a decree of 
the probate court assented to by all the 
beneficiaries. The plaintiff sued the estate 
of one of the executors who had died for 
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the price of goods purchased by the ex- 
ecutors while conducting the business. 

Held: that in the absence of a special 
agreement excluding personal liability the 
executors were personally liable on all con- 
tracts made by them in the course of the 
business. 

This is the rule applicable to trustees and 
other like fiduciaries. It is not limited to 
fiduciaries acting without authority. The 
difference is that where the fiduciary acts 
without authority the person contracting 
with him has recourse only to his personal 
responsibility; whereas if he is acting under 
authority he is entitled to allowance in his 
account for losses and expenditures in- 
curred by him, and the person contracting 
with him may in a proper proceeding resort 
to the estate for payment of his claim. 


Principal and Income—Apportion- 
ment of fund derived from the sale 
at a loss of property acquired under 
foreclosure—Apportionment under 
Section 22 of the Fiduciaries Act of 

irregular in 


ordinary dividends 
payment. 
Pennsylvania—Orphans’ Court of 
Philadelphia County 


Nirdlinger’s Estate, Opinion by Van Dusen, J. 
Decided May 29, 1936, sur adjudication of Stearne, J. 


The following digest of this opinion is 
taken from the issue of the Legal Intelli- 
gencer of Philadelphia of Thursday, June 
11, 1936. 

The principal point decided by the court 
is that where a trustee forecloses a mort- 
gage and, after an interval, sells the prop- 
erty for less than the amount of the mort- 
gage plus expenses of foreclosure and other 
items charged to principal, the proceeds of 
the sale are to be apportioned between in- 
come and principal in the following man- 
ner: First, ascertain the total amount of 
the principal expended on the property fore- 
closed, including the original amount of the 
mortgage, the expenses of foreclosure, the 
amounts paid for carrying charges during 
the period of ownership of the property by 
the trustees, the delinquent taxes at the time 
of foreclosure, and the taxes accrued dur- 
ing the period of ownership by the trustees, 
less any amount of rent received; second, 
ascertain the amount of income loss to the 
life tenants, including the interest due and 
in default at the time of the sheriff’s sale, 
and the income withheld from the life ten- 
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ants, consisting of interest at the current 
rate for trust investments on the principal 
invested in the property, including advances 
by principal, during the period of ownership 
by the trustees; third, ascertain the amount 
to be apportioned, which consists of the 
proceeds of the sale of the property less 
expenses incidental thereto, such as brokers’ 
commissions and counsel fees; the amount to 
be apportioned to income is then to be 
ascertained by using the total income loss 
(found second as above) as a numerator 
and the total principal and income invest- 
ment (found first and second as above) as 
a denominator and multiplying that frac- 
tion by the proceeds of the sale of the prop- 
erty (found third as above). 

This formula was originally laid down 
by Judge Stearne in his adjudication and 
was modified by the court in banc only in- 
sofar as it substituted interest at the cur- 
rent rate for trust investments for interest 
at the rate provided in the mortgage in the 
second portion of the formula. 

The court further held that under such 
circumstances, where the property is sold 
for cash and a purchase-money mortgage, 
the cash is to be distributed to income on 
account of that portion of the sale price due 
it as far as it will go, and that in the case 
of a deficiency, the amount of income locked 
up in the purchase-money mortgage is to 
be released, when other principal becomes 
available for investment, by investing such 
principal in the share of the purchase- 
money mortgage which represents income, 
and that this must be done even though it 
entails a continuance of the trust beyond 
the normal time for distribution. 

A further important holding of the court 
is that section 22 of the Fiduciaries Act of 
1917, providing that dividends on corporate 
shares in a trust estate shall, like interest 
on money lent, be considered as accuring 
from day to day and shall be apportioned 
to the date of death of a life tenant or 
beneficiary for a term of years, applies 
only to ordinary dividends which accrue at 
fixed periods and not to dividends which, 
while ordinary rather than extraordinary, 
are yet so irregular that they cannot practi- 
cally be apportioned. 

The court recognized that this portion of 
its ruling creates a new class of dividends 
for questions of apportionment. It declined 
to attempt to define “fixed periods,” but 
stated that it did not think it would be diffi- 
cult of determination in practice. 
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Powers, Limitations — Perpetuities — 
Validity of Trusts Suspending 
Power of Alienation During Minor- 
ities of Unborn Beneficiaries. 

California 

Sheean v. Michel.—Cal. (2d)—. 91 

Decided May 1, 1936. 

Michel conveyed real property to himself 
in trust for use and benefit of his wife, 
Marie, and his children, born and to be born 
property to be distributed to his children, 
including issue of any deceased child, when 
youngest attained age of 21 years. Trustee 
during minority of children could expend 
income for their maintenance, etc., without 
accountability. Power of revocation re- 
served. Plaintiff obtained judgment against 
Michel some months after trust created, sold 
trust property under execution and brought 
present action to quiet title against trustee 
and beneficiaries. Judgment for defendants 
reversed. 


HELD: 


(1) Possibility of suspension of power of 
alienation created by contingency that all 
persons in being at creation of trust may die 
before youngest unborn child becomes 21 
years old, or possibility of suspension be- 
yond flat 25 year period permissible under 
Civil Code Section 715, renders trust void 
and title does not vest in trustee. 


(2) Court refers to liberality of construc- 
tion sometimes used in case of wills where 
necessary to prevent failure of trust and to 
carry out intent of testator so far as pos- 
sible, but says this policy not followed where 
sole end to be accomplished is defeat of just 
claims of creditors. 

(3) Trust instrument shows internal 
evidence of intent to defraud creditors 
through creation of spendthrift trust to 
keep corpus and income for use and en- 
joyment of trustor and his family, at same 
time placing it beyond reach of creditors. 


Cc. BD. Tis. 


Self-Dealing—Sale by Administrator 
—Collusive Buying to Depress the 
Sale Price. 


Massachusetts—Supreme Judicial Court 

Weathers v. Jarvis, 1986 A. S. 905. Decided April 

2, 1986. 

An administrator filed a petition to sell 
the business to B for $4,000. At the hear- 
ing A offered to pay more. The judge sug- 
gested that they get together. B then told 
A that if the latter would not bid he would 
either sell him one-half for $2,000 or pay 
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him $1,000. B bought the business for $4,000 
and then refused either to sell or pay any- 
thing to A. A sued to recover the $1,000. 


Held: that while this was a judicial sale 
for the best price obtainable, and a contract 
to depress the price would be void as 
against public policy, here the parties 
apparently became content to purchase 
jointly, or at least A so thought. It could 
not be said that the contract was illegal 
as a matter of law, and hence A was en- 
titled to recover. 


Trusts to Sell Property — Interest of 
Beneficiaries as Real or Personal 
Property. 

California 

Smith v. Bank of America NTSA, 85 Cal. App. 

Dec. 665, —Cal. App. (2d)—. Decided May 14, 

1936. 

Atwood and Myers, owners of real prop- 
erty, conveyed it to defendant bank to sell: 
at prices to be fixed by beneficiaries, Millar, 
et al., with certain minimum prices. Bene- 
ficiaries agreed to pay taxes, cost of im- 
provements, etc. Proceeds of sales to go to 
Atwood and Myers, called payees, until they 
were paid some $69,000, representing pur- 
chase price of property, balance after pay- 
ment of expenses to go to beneficiaries. 
Trust provided indebtedness to payee 
secured by beneficial interests of benefi- 
ciaries and in case of default in paying 
sums due payees, for sale of beneficial in- 
terest as personal property. Trust contained 
provision that interest of beneficiaries was 
personal property and that no beneficiary 
had any right, title or interest in property 
subject to trust. Trust apparently con- 
templated sale of all property but contained 
provision that if trust should be closed by 
conveyance of property or any remaining 
unsold portions thereof to beneficiaries with- 
out consideration, trustee should receive 
certain fee. Beneficiaries entered into con- 
tract with plaintiff to install water system, 
giving him assignment of portion of their 
beneficial interest subject to prior lien of 
payees. Beneficiaries defaulting, payees 
caused trustee to sell beneficial interests in 
manner provided in trust agreement. In 
this action for accounting, plaintiff claimed 
sale of beneficial interests ineffectual be- 
cause not made in manner required for sale 
of interest in real property held as security. 
Judgment for defendants affirmed. 

HELD: Interest of beneficiaries not in 
property itself but only in proceeds after 
property sold by trustee and therefore per- 
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sonal, not real property; sale of beneficial 
interests therefore valid as against plaintiff 
claiming through beneficiaries. 


Wills, Judgments — Incorporation of 

Will by Reference. 

California 

Fraser v. Carman-Ryles, 85 Cal. App. Dec. 571.— 

Cal. App. (2d)—, May 8, 1936. 

Will of Fraser gave all property to de- 
fendant in trust directing that trustee use 
income from said property as her own with 
exception of $300 monthly, which amount 
she was directed to pay to testator’s wife, 
Lillian, until latter’s remarriage or death: 
Final decree of distribution stated that “in 
pursuance of and according to the pro- 
visions of the last will and testament of 
decedent” property was distributed. It pro- 
vided for creation of trust, employing sub- 
stantially language of will and continuing 
“that said bequest to Lillian R. Fraser of 
$300 per month is an annuity.” This action 
brought by widow to compel trustee to pay 
$300 monthly payments from date of de- 
cedent’s death on theory this was annuity, 
therefore dating from death, as provided by 
Sec. 162, Probate Code. On appeal by de- 
fendant from judgment upholding this con- 
tention, judgment reversed. 

HELD: (1) Language of decree sufficient 
to incorporate will. 

(2) Apparently regarding will apart 
from provisions of decree, Court says no 
annuity created and therefore monthly 
payments did not commence at death but 
only at distribution. 

NOTE: On facts stated in opinion, de- 
cision seems erroneous, as provisions of 
decree prevail over will if in conflict, even 
though latter incorporated in decree. Attor- 
ney for appellant says other provisions of 
will and decree not set forth in opinion, in- 
dicate that decree was merely ambiguous, 
not that it was in conflict with will. This, if 
correct, may explain decision. 


Wills — Probate: Validity of Probate 
Bond. 


Massachusetts—Supreme Judicial Court 
Prest v. Mass. Bonding & Ins. Co., 1986 A. S. 
1155. Decided May 27, 1936. 


The question was as to the validity of a 
probate bond for $4,000 executed by A as 


conservator and by a bonding company. A 
was conservator of a veteran, and was noti- 
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fied by the Veterans’ Bureau that he must 
file an additional bond. Accordingly the bond 
in question was executed and mailed by A 
to the probate court. It was immediately 
returned to him by the Assistant Register 
with a letter to the effect that it could not 
be filed without a petition for an additional 
bond. The bond was never returned to the 
court and it was not noted on the court 
docket. On A’s death it was found among 
his papers. He had paid premiums on it 
out of his own pocket. 

Held: the evidence showed the bond had 
never been delivered to the obligee, and 
accordingly was not valid, either as a statu- 
tory bond or as a common law bond. 


Wills—Testator May Condition His 
Bounty. 
Colorado 
“In re Clark’s Estate, — Colo. —, 57 Pac. (2d), 5. 


In this case, Eugene W. Clarke attacked 
the validity of the following two paragraphs 
of his mother’s will, to-wit: 


“(5) In case my son Eugene W. Clarke’s pres- 
ent wife is dead or has otherwise ceased to be his 
wife, then I hereby give, devise, and bequeath all 
my residuary estate in three equal shares as fol- 
lows, viz: * * * one third (1/3) to my son 
Eugene W. Clarke, absolutely. 


“(6) In case my son Eugene W. Clarke’s wife 
is still living and is still his wife at the time of 
my death, then I hereby give, devise, and be- 
queath to my son Eugene W. Clarke the sum of 
five thousand dollars ($5,000.00) absolutely.” 
The attack upon the validity of these sec- 

tions of the will was made upon the ground 
that they were void as against public policy 
in offering a beneficiary inducement to sever 
the marriage relation. 

Held the provisions in question valid upon 
the ground that a will speaks as of the time 
of the testator’s death and that the testator 
may condition his bounty on any status of 
a beneficiary which will naturally or law- 
fully come about before the testator’s death. 


Executors of the estate of the late John 
T. Dorrance lost their appeal, on May 25, 
in the Supreme Court of the United States 
in their effort to avoid payment to New 
Jersey of $15,620,593.45 inheritance taxes 
and interest at 6 per cent. This is in ad- 
dition of tax paid to Pennsylvania of $14,- 
000,000. Both states claimed Dr. Dorrance 
as a resident. 

The tribunal refused to review a decision 
by the New Jersey Court of Errors and 
Appeals upholding the levy. 
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